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PREFACE 


purpose  of  tins  Miliimr  ix  tn  <!«•*:  methods 

M.m.-iMLr    K.nlr.M.ls    in    til*-    United   States.    A    pre- 
liiuii  t  win  used  as  a  series  of  l«-turc8  before  the 

School  of  the  \'i  «»f  I*.  -iiu.s\  Kama  in  1901 

ami  llHiL'.  Lat.-r.  in  collaborating  \\ith  Mr.  rnw.-ll,  tin* 
historic  skie  of  4<  Railway  and  Capitalizati 

th.    Tinted  States'9  was  worked  out  Carnegie  In- 

stitution and  published  by  Messrs.  Longmans,  Green  & 
Company  .ng  the  years  whi«-h  ha\v  followed,  as 

time  could  be  found,  this  collaboration  has  continued. 
Since  the  first  two  chapters  of  this  volume  traverse  th« 
same  subject  as  th«-  volume  above  referred  to,  use  is  made 
of  some  of  the  same  materials. 

FREDERICK  A.  CLEVELAND. 
Washington,  D.  C. 
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>d  to  Transportation  Enterprise. — A 
hundred  yean  ago  the  only  railroad  known  was  the  tram- 
way. TV  r  the  steam  locomotive  ex- 
iated  a«  an  object  of  «p  interest,  but  it  jiad  no 
place  in  tli.'  wqrl<l!|  ind  slenT  The  second  quar- 
ter of  I  In-  iiinetr.-Mt!  '-y  was  r 

Illenfs,    ;i:  JC  of  COO- 

i    management  ;   yet    dm-'  brief  ex; 

d  about  i  thoiisaiul  milt-s  of  railroad 

were  built,  and  •  \.  r  $1,500,000,000  of  capital  expended. 

More  than   nine   thousand    milrx  •  development  took 

place  within  th.-  I'nit.-d  States,  a  new  country,  with  little 

til*'.     It   is  :•.:   ilrst  a  matter  of  surprise  that 

so  much  capital  should  have  been  d*  \..ted  to  a  new  un- 

'.  ami  more  especially  that  a  large  proportion  of 

the  ex|»-ndituiv  should  have  been  in  a  country  slightly  de- 

vrlop.-d  and   littlr  known. 

Some  v.  i  this  as  a  period  given  over 

klesR  adv. -nt uiv,  \\hi.-h  brought  with  it  wholesale  de- 
of  capital  and  national  disaster.     Hut  whatever 
rices  of  credit  du<*  to  railroad  promotion,  tin* 
fact  r. -mains  th.it  it  was  a  time  of  great  material  progress, 
and    that    iVw    of   t!:.---   -  unsuccessful 

the  vif  .tiiinal   wealth.     In   Knu'land  such 

•nil  and  Manchester,  and  the  Lon- 
don and  Southamj'tnn  \\ •  r.    urot  under  way.    In  America 
Boston  an.!  Old  Colony, 

and  th*-  Boston  and  Lowell  of  Massa-  -ford 

and  Ni  w  II  iven  of  Connecticut ;  the  Philadelphia  and  Co- 
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lumhia  mid  the  Philadelphia  and  Trenton  of  Pennsylvania ; 
the  Camden  and  Amboy  of  New  Jersey;  tin-  Baltimore  ami 

nhin     ;ilKJ     Ihc     r.;dtim<i|V     and     SuMjuehanna     of     Maryland 

.•iiiimiir  the  many  successful  project*  launched 
before  1850.  Taking  the  entire  li-t  ol  poadi  built  dm-ini: 
this  early  period,  it  would  be  difticult  to  liiul  even  a  local 
tramline  which  has  not  become  a  p« -rmanent  part  of  some 
splendid  system  of  transportation 

In  Kndaml.  Germany,  Prance,  Belgium,  and  in  the 
1  nited  States  these  early  railroads  were,  and  an-  to-«l;iy, 
among  the  most  valnahl.  .  >»ductive  proj.,-i-tirs  in  the 

whole  economic  system.  Furthermore,  not  a  few  of  these 
early  roads  were  i-c^arded  as  conservative  investments,  and 
subsequent  experience  has  approved  the  judgment  of  the 
men  of  that  day  who  had  sufficient  capital  fully  to  equip 
the  enterprises.  Within  a  century  it  is  probable  that  the 
people  of  the  United  States  had  invested  no  less  than  twelve 
billion  dollars  in  the  improvement  of  country  roads  and 
turnpikes,  one  billion  dollars  in  river  and  harbor  and  canal 
improvement,  state  and  national,  and  twelve  billion  dollars 
in  the  construction  and  equipment  of  tramlines  and  rail- 
roads; not  less  than  twenty-five  billion  dollars  of  capital 
found  employment  in  inland  transportation  enterprise. 

The  Economic  Basis  of  the  Railroad. — The  principle 
underlying  investment  is  certainty  of  return.  Before  the 
investor  will  be  attracted  to  an  old  and  well  established 
enterprise,  there  must  be  assurance  of  income  on  cap- 
ital expenditure.  To  attract  him  to  new  and  untried 
fields,  there  must  be  assurance  of  increased  pro/Us 
— something  above  the  current  rate.  Something  in  the 
nature  of  a  "bonus"  must  he  held  out  to  cause  thoughtful 
men  to  turn  away  from  old  and  well-known  lines  of  invest- 
ment. What  was  there  to  give  this  assurance?  What 
the  situation  which  offered  profits  in  transportation 
development  ? 
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Inducement    to    Investment. — A    vast    wilderness 
with  oiily  a  fringe  of  civilization,  a  continent  almost  i. 

•as  tit.-  Am-  itierxman  wan 

.still    I..    he    found    in    il.r   small   clearings   ..f    Main.-.   New 

m       Fully  t\\  ,,-w  York 

an. I  IVnnsylxaniii  were  >-  lined— a  common  hunting 

id.      In  tins  situation  \\a.s  fi.iind  the 

•  hi'.'M.Mt.    the   "bon  !    nut    t«>    investor!    in    any 

!i    \\ln.-h    would    ma)  iland 

resources  avail;!1  ..hole  empires  of  val 

tiiuli  .iuM-i.-iiltiiral   laixi  N'|M»sitK  -  ooal, 

an. I   ..!!„•!•   niin.-rals    ..!:  >la  of  national  wealth — 

MI  \\li-.  ii.iu'd!  rlaini  tiicm  as  a  reward 
for  t  ,t  haa 

been  en<>t  :li<    in.i<  haa  been  at  all  times 

Made  1'ossi  .ads.— The  financial 

in.lu. ,  in, ut    to  t  n    improvement   was  of   two 

:   tli.-   s.iviriL'   \\hi.-h    it    \\niiM    make   within   the   : 

l"l»cd;  and  th*-  int. -IMF  resources  which 
niitfht    I).  th.-   s\>t.-m  gup- 

I'lant-i  \'.\  ,,ay  ..I'  illustratimi  of  the  relative  advan- 
tages of  th.-  various  km. Is  of  road  e«juipm'-iit.  l.-t  us  take  a 
town  aa  a  <•  As.sumin>:  all  the  land  r  'ind  about 

equally  adapted  to  yi, Mini:  a  er..|.  «.f  oats,  which  might  be 
marketed  at  ten  dollars  an  acre  on  deliv 

Over  an  ordinary  horse  path  or  trail  a  horse  may 

y  about  two  hundnd  pounds;  on  a  cart,  over  a  good 

dirt  road,  the  same  horse  may  draw  one  thousand  pounds; 

on    a     turn;  d..m     l><  d.     ah-nt     two     thousand 

pour:  MI  this  •(  the  case,  th  ••  ad- 

vantage to  the  producer  of  the  better  road  is  apparent      1 
a  pack  horse  could  in  a  mile  a 

«8ce  "Are   We   RuiNing  Too   Many    Railroads f   Amcr.   Ratinxid 
Jour.,  XXV,  305-0,  305  7.  tlo  11       i  1^52.) 
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day  at  a  cost  of  two  dollars,  then  tin-  net  return  would  he 
nine  dollars  from  each  acre  mie  mile  from  tin-  trade  center, 
ek'ht  dollars  from  each  Ren  t\\o  mil.-s  distant,  etc.,  until 
the  ten-mile  limit  had  been  n  ached,  when  the  cost  of  trans 
ition  would  consume  the  entire  selling  price  of  the 
product,  and  render  prodm -lion  an  economic  impossibility. 
In  fact,  cultivation  would  stop  before  this  point  \\as 
reached,  owing  to  the  cost  of  market  ing  the  crop.  Under  ex- 
actly the  same  conditions  of  production,  above  assumed,  it 
would  cost  only  one-lifth  as  much  to  «ret  to  market  o\ 
dirt  road.  The  result  would  be  that  over  one  million  dol- 
lars annually  would  be  saved  to  this  small  community  in 
decreased  cost  of  transportation  within  a  radius  of  ten  miles. 
The  capital  cost  of  the  necessary  equipment  would  not  be 
more  than  six  hundred  thousand  dollars.  Assuming  that 
the  land  were  all  improved  and  awaiting  better  roads, 
about  one  hundred  and  seventy  per  cent,  would  be  the  an- 
nual return  to  the  community  on  the  investment.  Besides 
this  saving,  the  area  of  production  would  be  carried  from 
twenty  to  forty  miles  farther  into  the  interior.  Prom 
twenty  to  forty  miles  of  tributary  territory  with  all  its  pro- 
ductive resources  would  be  reclaimed,  and  the  income  over 
cost  of  production  within  the  marginal  circle  would  be  an 
additional  gain.  But  under  our  assumption,  oats  being 
the  only  crop,  when  the  fifty-mile  limit  had  been  reached 
by  the  dirt  road,  then  all  the  territory  outside  this  limit 
would  be  without  a  market.  With  each  kind  of  crop,  the 
same  principle  would  apply,  limits  of  practical  activity 
being  determined  by  cost  of  production  and  market  price. 
The  advantage  to  be  gained  through  better  transportation 
facilities  not  only  explains  the  early  appropriations,  but  the 
early  acts  also  show  that  the  inducement  was  clearly  per- 
ceived; this  fact  being  set  forth  in  the  preambles  of 
many  of  the  acts  appropriating  money  for  local  improve- 
ments. 
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transportation  \\.mld  ntfain  be  n-dnerd  alh.iit  «,n.-  hah'.     MD 
the  assumption  above,  over  sixteen  million  dollar*  per  an- 

\\ould  |>e  saved  to  the  community  within  a  radius  of 

milt*,  at  an  added  capital  cost  of  about  hi 
million  dollars;  that  is,  H«  ive  per  <  .Id  be 

realized  by  tin-  e.immunity  <m  ti..-  investment  within  the* 
area  previously  equipped  with  wagon  roads,  while  the  ra- 

of  pro!  M    would  again  be  extended. 

All    lands   within  -hty    miles    would   be 

"ht   within  the  r.-inir-  True,  no 

sn.-h  uni;  ::ily  developed  eomniunity 

exists,  and  as  a  result  turnpi  •  built  only  as  trunk 

through  the  best  j>  ud  and  on  the  most 

travrl'-'l    r<  ntrs.     hut   the  |>ridcipl<-  Ls  the  same,  and  the 

With  this  computation  in  mind, 

it  is  easy  to  understand  why  the  shares  in  some  instances 
were  subscribed  four  tim<  s  ov.-r  by  those  interested  in  ob- 

II "io  Profit*  Are  1>  iiiladelphia  were 

mud  roads,  which  were  impassable  during  a  con- 
able  portion  of  the  year.     Tin-  ped  uinus  of 
the  Lancaster  pike  was  to  be  in  the  Susquehanna  valley, 
atnl  n  large  and  IVrtiN-  territory  would  thus  be  opened  to 
with  that  eity.    The  business  of  merchants  would  be 
asctl.  the  resources  of  the  .-..untry  woul.l  l»e  more  fully 
ul   industry    would   become  more  active.     It 
i  not  whether  the  profits  of  the  enterprise  were  to 
beshaiv.l  l.\  the  subscribers  n-  rs,or 
\\het1                            •             e  in  tin-  ! 

;ie  in. In. Tin. nt   :  i     M  was  present, 

arnl  the  pl.-m  of  profit  sharing  was  inr  rily  in  di-ter- 

miniiiL'  th.  <  lass  of  interests  to  which  appeal  was  to  be  made 

apital  neces-  the  improvement.     Certain  it 
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was  tli;it  the  enterprise  would  in-  a  fruitful  investment  to 
the  community  ;it  large.  If  tin-  subscriber  were  ;m  in- 
vestor (a  capitalist),  lie  would  look  to  dividends  ;  in-  \\ould 
base  his  judgment  n|Min  the  rate  of  toll  which  would  bring 
to  the  corporation  the  largest  income.  IT  he  were  a  nx-r 
(hunt,  a  manufacturer,  a  farmer,  or  a  legislator  represent 
ing  the  various  interests  of  the  state,  his  prime  motive 
might  In-  that  of  reducing  rates  of  toll  as  a  means  of 
tending  trade  or  industry  and  increasing  the  net  profits  of 
business.  An  ell'ort  was  usually  made  to  draft  the  plan 
and  limit  the  tolls  in  such  manner  as  to  appeal  to  both 
classes.  That  this  calculation  was  ever  present  in  the 
minds  of  the  people,  as  well  as  a  guiding  principle  in 
legislative  action,  appears  not  only  from  the  contemporary 
press,  but  also  from  the  assembly  ivcm-ds  themselves.  The 
ever  present  question  was,  what  is  the  lowest  maximum 
rate  of  toll  which  will  leave  a  mat  gin  sufficient  to  attract 
capital  to  the  enterprise?  In  some  instances,  the  toll  was 
fixed  at  a  definite  maximum  per  mile;  in  others,  greater 
latitude  was  left  to  the  company  for  the  exercise  of  discre- 
tion by  the  introduction  of  a  clause  limiting  profits  to  a 
maximum  rated  to  capitalization.  Still  other  charters  con- 
tained both  regulatory  provisions.  Thus  the  charter  of  the 
Eastern  and  Wilkesbarre  Turnpike  Road  company  in  1803 
prescribed  the  tolls,  and  limited  the  dividends  to  six  per 
cent,  on  the  shares.2  The  Uniontown  and  Cumberland  char- 
ter in  1804  prescribed  the  tolls  and  limited  the  dividends 
to  nine  per  cent,  on  the  shares.3  The  apportionment  of 
profits  was  a  compromise  by  which  a  very  large  percentage 
of  the  gain  was  distributed  to  the  general  community  in 
the  form  of  lower  rates,  a  certain  maximum  rate  of  toll 
being  given  to  the  company  as  a  source  of  dividend. 

Investment  Basis  of  the  Canal. — A  hundred  miles  of 
good  road  on  the  seacoast  was  but  a  narrow  fringe  when 
com | tared  with  the  network  of  traffic  lines  necessary  to 

zSmith,  Laws  of  I' .. ..  IV,  7.  *  Ibid.,  IV,  141. 
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•  a  great  mi..n.|  •  -.\hieli  could  not 

beet'*  ilv  readied  |.\   a  wau'oii  mad      Wheat  at  u  d«»l- 

lar  a  hush,  i 

road    in"!-.-   than   on,-   hundred   an  il.    linn 

•  •a!,  nun.  i  .  bay,  and  grain  will 

penn  a  much   less  distance.     Tin-  only 

K«-luti.iii  for  tin*  (ran-  :  prnhlnn  for  a  large  portion 

of    tin-    i:  B,    mutt   be    found    if)    furth.-r    im- 

•  ment— better  equipment  an. I  I.. \\.-r  mst.     In  Knu'lnnd 
the  canal  ha«l  alr.-ad  'it  to  the  producer  in 
tin-  form  of                  ti-s;  to  the  comtiiiiirr  in  tin*  form  of 

'1 ;  and  t.i  tin-  invrsl. 
r.y  mrans  of  a  canal  a  hone 

rouM    draw  thousand    to   on.-    hnndnd    and 

nls  us  eauily  JLS  tu«.  thousand  pounds 

1  In-  hauh-d  liy  ua-j"!;  With  this  ^juip- 

ni< nt  mi,-  liorsc  and  yinan  eoul<l  liaul  as  much  as 

^«•8  and  fifty  carts  and  lit  In  th<-  most 

.tlitifs  the  capital  cost  of  a  canal  was  frnm 
:inu*  greater  than  the  capital  cost  of  a  turn 
Whnv    tin-   lay    ..f   tin-   land    was   less   favorahl.     t«. 
Canal  rnnstrufti«m.  tin-  i-apital  00t(  >.'d  in  pn»p- 

t"   t1  ion  and  the  cost  of  locks  to 

obtain  \  1. 

Ad  in  the  Lon<j  -This  large  capital  cost 

nrd  the  advantages  of  canal  transportation  tu  a  l<>nur 
haul.  Within  a  narrow  radius  tin-  saving  \\-'iild  IK*  sniall; 
in  tli«'  \\-  1  and  well  improvrd  districts,  the  average 

gross  return  from  an  acre  of  agricultural  land  miirlit  not 
excet  liars.  Assuming  that  on  a  turnpike  it  \\ould 

cost  one  dollar  to  market  the  produce  of  an  acre  of  land 
ten  miles  distant,  the  saving  within  this  small  radius  would 
n.it  pay  th.  int. -rest  on  the  in. -reas«-d  capital  cost  of  a  canal. 

y  similar  condi- 
tions, it  would  cost  acre;  at  fifty  mile* 
the  cost  of  carriage  <  irnpikc  would  be  five  dollars 
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per  acre.     The  advantage  to  the  producer  limn  a 
means  of   transportation   would    inerease   direetly    with   the 
distance,  and  at  fifty  im  inducement   i..  canal  con- 

struction unuld  be  five  times  as  great  as  at  ten  miles. 
Prom  fifty  to  one  hundred  miles  hark  from  the  coast  or 
from  navigable  water,  every  interest  would  favor  .-anal 
constniriion  wherever  there  were  suflicient  resources  to 
warrant  the  expenditure. 

Immediately  after  the  Revolution  several  canals  were 
projected;  and  Washington  was  active  in  the  promotion  of 
the  Potomac  company.  Hut  the  country  was  not  suffi- 
ciently developed  to  furnish  a  base  for  long:  haul  opera- 
tions. With  the  beneficial  results  following  the  construc- 
tion of  the  first  canals,  there  arose  a  demand  for  a  means  of 
reaching  interior  points  which  were  beyond  tin-  ran«_'e  of 
water  transportation.  For  a  large  portion  of  the  country 
some  improved  form  of  land  transportation  was  impera- 
tive, and  the  great  question  before  the  people  was  by  what 
means  this  could  be  obtained.  The  success  of  the  rail  mad 
in  England  furnished  the  answer  to  this  question. 

We  may  not  say,  therefore,  that  investment  in  the  early 
railroads  in  this  country  was  a  venture  in  the  dark.  Tin- 
results  of  experiments  in  England  were  carefully  consid- 
ered, and  much  attention  was  given  to  the  study  and  exposi- 
tion of  the  economic  advantages  to  result  from  the  intro- 
duction of  the  railroad  in  particular  localities.  That  this 
is  true  may  be  shown  by  a  sentence  from  a  message  of 
Governor  Lincoln  of  Massachusetts,  in  which  he  considered 
the  proposed  Boston  and  Providence  railroad:  "From 
satisfactory  estimates,  and  calculations  upon  the  present 
travel  and  occasion  of  transportation,  the  net  receipts  from 
use  of  the  road,  after  deducting  all  charges  for  keeping  it 
in  repair,  carriages,  etc.,  and  upon  a  saving  of  one-half  in 
the  present  cost  of  transportation,  will  amount  to  a  sum 
exceeding  sixty  thousand  dollars  per  annum. "  The  natural 
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i  nf  tin- 
road  would  lie  of  great  public  advantage,  and  u  ; 

ate  was  m  a  \\--ii  s-n;,d  region, 

in  wlii.-h  tli.-!-.-  was  already  a  turnpik.-  road  \\hi--h 

1    the    beat    in    Amen  a       Th.-    nit  in-    l.-nu'th 

<>f  th..  propoaed  road  waa  to  be  only  thirty  miles,  and  yet 

ilue  waa  eonaidered  to  be  auch  aa  to  earn 

..II    thr    i-ost  .IT.       A    I' 

this  u;iN  t»  vro  t..  the  general  rommnnity   in   tin-   fi.nu   «»f 

aa  to  go  to  thoHe 

the  capital  as  n  turn  Estimates  of 

"ilirht  l». 

a  fair  division  of  the  proflta  \\  lii«-h  might 
accrue  from  iinpmvr.l  i!i,-tlm,u  ,,f  transporter  -ween 

thr   |.n.«hi'-intr  jmhlir  and  those  who  might   rmitrilnit.-  tin- 
funds  necessary  rid  expression   in 

v   .-ill  nf   tli,-  rarly   .  In   this  tin-    1  trislaturea 

fo||ii\\i-d  tin-  prartii-r  rstahlish«-d  \\ith  n->;  irnpikea. 

('nmmrrrial    rivalry    l»rt\\r.-n    important    trade  renters  waa 
and  not  only  was  l«H-al  prid.-  and  com- 
niuri  .-st  urged  as  a  reason  !-••  •.  Imt  t1 

veator  waa  also  interested   through  promises  of  dividends 
to  be  realized  on  the  necessary  to  construct  a 

v  \\\  H28.)     The  estimate  up.  this  sUte- 

bascU   follows: 

traffic  equal  to  50,000   for   entire  trip   at   $1.00 


Freight  traffic  equivalent  of  8450  tons  entire  trip 
4625  tons  at  $4.75  per 
3825  tons  at  $3.15 

Total    . 


Annual  expense  of  horses,  carriages,  drivers  $0,750 

Annual  expense  for  heavy  transportation   . .  :».505 

covering  errors  .   1.025 
superintendence  making  repairs   4,000       15480 

Income  $68,720 
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MI.  nt    in. MIIS   ,  i'   traiis|M.rting  goods  and   passengers 
from  tin-  di.stant   mi.  i 

A  View  from  Ui,    Interior.      The  manner  in  which  tin-  in 

terior  Interest!  regarded  improvements  of  this  kind  is  iiius- 
letter  t'l-'-m  a  im-mb.  r  of  congress  to  Nilcs' 

Rcgist''-:  "I  have  just  received  |. -tiers  )>,„,,  t \\ o  of  tenor 
ii    merchants  ;it    Wheeling,   who  state   that    they   alnnc 
have   forward. -d   by  wagon.-   to    Iialtiiii"iv,   ,,n   tin-  Cumber- 
land  mail,  «lurinir  tin-   last   year.  :{.<)(  Ml, ;><  ill   lhs.  of  country 
produce,  toba.-.  <>.  etc.,  <«|ual  to  about  1,750  tons;  loading 
perhaps,  900  or  1,000  \vairoiis;  and  one  of  tin-  gentlemen  ex- 
>  thr  .-onlidrnt  <.|>ini..n  that  if  tlir  cost  of  traris|.orta- 
tion  \\viv.  reduced  J  or  ^,  thrrr  would  b«-   forwarded   from 
that  place  alone  and  tin-  neighborhood   <  indcj.ciidcnt  of  all 
product-    of    the    rich    and    productive    country),    at    least 
•00,000    Ibs.    or    100,000    tons    of    produce    annually. 
Such  lias  been  the  effect  of  the  Cumberland  road,  and  nidi 
would  be  the  effect  of  a  railroad  from  Baltimore  to  the 
Ohio,  at  Whccli)<!i  «r  I'ittsburg."  * 

*miea,  XXXIII.  18.  (1828.)  The  following  stiitrrncnt,  com- 
piled in  Kn^lioid.  showing  the  advantage  of  tin-  railway  over  the 
common  r.»a«l.  \\a>  used  by  promoters  in  this  country: 
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::iJ7   10  0 

Ji:,7    0  0 

l!l.l  10 

10      0 

5 

io.no 

l-Ji:{     20 

4284     7  6 

8071     5  0 

61,425 

!t-j.i:;7    10 

•  i 

12,402 

1  i.-,:,   1  1  .; 

5141 

7.",.71o 

no.:, 

7 

1  J..~>7.~> 

7  0 

2  6 

15  0 

192   lo 

8 

L040 

0  0 

mil    o  o 

117.420     0 

9 

2183  12  0 

7711    1-    t 

1  lo.;,.;;, 

i  •;:,>  i:  10 

10 

•jo.s-jo 

4  6 

s:,i;s   ir,  o 

6142  10  0 

isi.-j7r,    o 
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<n/»  of  the  Railroad  Over  the  Canal. — Th-    :• 

lie  steam  locomotive  gav«-  to  th 
utage  over  the  canal.    Time  in  t^tmyutrtjition  U  one 


•u*  chief  element*  of  coat    A  aaving  of  time  ia  a  aaving 

|'i'""H"U  •••i8*h   tthpnviif   might 
M»— prtiiliiiiiA  which  deteriorate  rapidh   \\i«! 
:h.-     iuti-...!.;  ;'     tin-     •  road. 

tin-  mar-/.  !•!••  in.lustry  WM  1  a  thousand 

or  flftivn  huiKlriMl  inilrs  inl.m.i  Th,-  aaving  of  tijpe 
made  hy  »h«  aHnptinn  nf  «tnnm  locomotion  brought  the 
rtiaoiiree^  mttm»nt  .  h  th.-  i-nmnimi  m 

plaee 

An  late  HH  1M7  it  was  stnt  h,-  Mew 

that    the  coat  of  tran*[ 

llufTaln  to  Nrw  York  was  on.-  hm.  liars, 

icr  tin-  valu.-  of  \\ln-at  at   IttifTalo  .-nnl   t'..iir  tiint-x  tin- 
corn.*     The  ad v.i  -vid 
ing  aomc                                                              m  tin    (treat 
^  to  th.-    II  i;                                                           With  the 
huihliiii;  of  canals.    • 

•  i,  l-nt  il;.  Tn.-tinn  absorbed  so  iinii-h  ,-apita 

'1  If  ruipln;,  -ta^i'  only  u|X)D  long  dis- 

traflic.     Within  any  sli  iuctive  poari- 

l»ilitiea  were  so  limit. -.1  that  i  ran  th.-  inti 

ial   \\at.-r\\aya  was  too  small  to  warrant   th.-ir 
'I'll.-  i!itrn.hi'-ti..n  of  BUttll,  th.-n-1'or.-.  necea- 
.sarily  r.Mili.-.l  in  jrr-  Tihutary 

t«.  th.-  mark,  tin-j  •.  hi.-h  th.-y  u.-n-  huih  .  hut 

thry  .-<,u|(|   i  •  nopvn  thnt  ffri'iif filter. 

\\hi.-h    ll  \Mi.-ri.-an    in. lust  v 

!>e  reached  by  some  mcchani  us  whi.  h 

is  of  th.-  routin.-ut      Th.' 

MI!     furnish. •<!     th«-    .solution     of     th.-     prol.l.-m      The 
Chara  appeal  made  to  th«-  rounnunity  for  tli 

«//ur;f      I A      161. 
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of  railroad  p  and  tin-  rrnnnniir  lusis  I'm-  thrir  cap- 

itali/atimi.    is    illustrated    l.y    the    following:1 

TABLE  SHOWING  THE  VALUE  PER  TON  OF  WHEAT  AND  CORN   AT 

IMMIKIM      I'IMANCES     FROM     MARKET— UPON     A     K.MMCnM. 
AND    UPON    A     COMMON 


MILES 

RAIL! 

tOAD 

DUN 

Wheat 

Oorn 

Wheat 

<  '<>rn 

0    (At    Market  i 

ri  BO 

•  '  1  7.". 

I&6Q 

"1  7.". 

10    . 

19,26 

2400 

4800 

20     
30    
40    .  . 

49120 

1!  M.r, 

I'.i.OO 

•_'i  tr, 
1M.  30 
"\  !."> 

I.-...-K) 
I.-..00 

1.", 

21.76 
2028 

1  s  7.". 

50     .  . 

487.". 

"I  00 

!"00 

1  7  •_'."• 

100    

48.00 

".'{25 

:;i  BO 

'.<  7.". 

150 

47"."' 

2250 

"700 

.,.,- 

160 

17  10 

'  '35 

20 

7.". 

170     
200     

4646 
I&60 

•JJ.20 

L'l  7.". 

L'l.  00 

1  !).:»<) 

250 

45.7.", 

"1  00 

1200 

300    

tr..OO 

20.25 

160 

3°0 

1  1  70 

1946 

1  50 

330                              

44  r,:. 

1980 

Thus  a  ton  of  corn  one  hundred  and  seventy  miles  from 
market  was  not  worth  hauling  over  a  common  road,  but  its 
value  when  rail  carriage  was  possible  w;is  $22.120.  And  a 
ton  of  whc;it  while  not  worth  the  cost  of  a  wagon  haul  of 
three  hundred  ;m<l  thirty  miles,  by  the  very  fart  <>!'  the 
existence  of  a  conniM-tinir  line  of  niilmail  \vns  worth  $44.55. 
Admitting  tluit  it  must  h;m-  b.-.-n  li.-i^rd  ujxui  ;)  rough  ap- 
proximation, such  a  shnwiiiLT  ;is  tins  cnntributi-s  toward  a 
XXIX,  377;  Amer.  Railroad  Jnnr..  \\\.  705-6,  928-9. 
12 
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better  mid-  r  t.u.  .  arnm.it.-d  those 

who  <»ad    ventures.     Although 

'tis  remained  to  be  work,  d  ..ut.  ami  ill--  futiin- 

,i-lv  Hern,  tin-  01  'hat   tin-   railroad 

presented  it-  Bsetivt  an  in 

ide  o.iii|  !i.     ••  It  is  imt  inrn-ly  becauae 

bin  si  s«  eonabth  in  that  apeed  \\hich  unni- 

DM  an.  I  B] 
hi-raiiM-  In-  pi-n-riv.-..  fur  tin-  AiM«-ri«-an  alua\.s  r.  .i^-.ns.  that 

Miiuiniiiiratioii  is  .  ly  adapted  to  the  vaat 

-it  of  his  count  n  /r.-at    mantum-   plain,  ami   t" 

Mississippi  vail.  Y.  aii<i  iM>cauae  he 
aeea  all  around  him  in  the  native  forests,  abundance  of  mar 

is  for  executing  these  works  at  a  cheap  rate.    Tl 
the  reason  why  railroads  are  multiplied  in  such  profusion, 
£  not  only  with  each  other,  but  entering  into  a 
v  with  rivers  and  canals."* 

•  Chevalier,  "Society,  Manners  and  Politic*  in  the  United  State*," 

337. 


rilAI'TKK    II 
PROMOTION  AND  UNDI  i:\\  i:i  I  I 

Promotion  ,//,,/  llrploitation. — Tin-  in. -UK. (Is  of  railroad 
promotion  have  varied  widely  in  different  sretinns  ..I'  the 
fount  ry  ;md  at  different  periods  in  our  mil  mad  hi.stnry. 
In  relatively  few  instances  were  the  early  railroads  pm- 
moted  for  purely  Speculative  purposes.  True,  many  «.)'  the 
early  lines,  connecting  neighboring  towns,  were  built  be- 
cause they  \\eiv  expected  to  increase  the  activity  of  local 
trade;  but  the  motive  soon  changed.  "Railroads,"  wrote 
Wellington,  "are  not  undertaken  unless  they  are  expected 
to  be  profitable,  not  to  the  general  public,  nor  to  other  par- 
ties in  the  near  or  distant  future,  not  to  those  wlm  lend 
money  on  them,  but  to  those  who  at  first  control  (In  <  nt<  r- 
prise."2  Many  of  the  early  railroads  were  financed  locally 
and  on  a  conservative  basis,  but  it  was  not  long  before  tin- 
magnitude  of  individual  projects  made  the  use  of  outside 
eapital  necessary.  From  promotion  to  exploitation  is  little 
more  than  a  step.  If  there  was  profit  in  projecting  and 
building  a  well  constructed  railroad  by  those  who  con- 
trolled its  operation  afterwards,  how  much  greater  ap- 
peared the  prospect  of  profit  to  those  who  could  build  as 
cheaply  as  possible  and  sell  out  their  interest  at  speculative 
prices!  This  was  encouraged  by  the  attitude  of  govern- 
mental authorities.  When,  as  was  often  the  case,  promo- 
ters were  able  to  obtain  government  aid,  whether  in  the 
form  of  grants  of  land,  loans,  investments  in  shares,  tax- 
exemptions,  or  special  privileges,  the  temptation  to  exploi- 

1  For   fuller   description  of  methods  of  promotion,   see  Cleveland 

.mil   I'ow.-H,  "Railroad  Promotion  and   (  apitali/ation   in  the  United 

Stat.-s." 

2  Wellington,  "Economic  Theory  of  the  Location  of  Railways,"  15. 
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ii  often  became  too  strong  to  be  resisted.    F«»rtunn 
the  expected  reward  waa  not  alwaya  forthcoming ;  ** 

'•>.-  sai,l  til*  td 

quoti  NNYIlin  t  "If  th,-  means  in  han«l  In- 

road for 

ainl   ti-  tin-  operation,  alt,  rwnrds,  the  F€- 

Milt  t«.  tlimi  is  usually  .  may  be  aaid 

aim,  that  thiNie  who  have  contributed  the  capital  which  baa 
conatru-  i  •  •«|nipm«'iit  of  Am»-ri«-an  rail- 

ll  have  done  ao  in  th.  nli.-r  that  th.-ir  Man 

•  1*1  a  aafe  and  profitable*  r.  turn  ..»•  that  <»th>-r  «-u 
is,  s  in  wlii.-h  tlu'y  were  alao  interested  would  th. 

become  more  profitable. 

Surveys. — Omittim:  from  consideration  those  exceptional 
instances   in   win  jccta  have  been  the  out- 

growth  <>f   intense  local  or  sectional  feeling,   which  con- 
•srlt*  litth-  with  of  topography,  tin-  first 

in  the  |  n  of  a  railroad  is  tl.  niaissance 

or  general  examination  of  the  territory.     This  is  intended 

relative  advantage  nf  the  various 
s^partit^ular  atuatioa.1  von  to  the  possibility 

t)i<    pnispect  *t-  inHintrial  devfilopnif^it 
As  «  ;n  a  Is  are  usually  fixed  at  the  outset 

ithrr  physi.-al  «>r  i'iiiiiui«-r,-ial  <nn>i«lr rations,  the  range 

i>  limn. ••!  to  tlir  (i.-trfinination  of  the  exact  region 

to    I)-  ^<\.     Tin-    i>n-liniin,  ,  y.    which    comes 

•  reconnaissance,  is  an  instrumental  .-\amii. 

ft'  the  territory  for  th«-  purpose  of  obtaining  data  whi.-h 
uill  serve  as  the  basis  for  final  determination  ••;  tli.    i 
Sometimes  s«-\.  i-.d    pr.-liminary   i  'id  necea- 

n.illy  th,-  lorjitini:  s  .  made,  to  fix  the  lin,s 

nice  of  the  constni'  ii..n  forces,  and  to  obtain 

•IMA 
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detailed   information   I'm*  use  as  the  basis  of  pro; 
oomraoi 

Location  and  0/^n///m/  Kfli<-i<  ncif.—  It  is  the  problem  of 
location  to  place  tin-  line  so  that  the  largest  volume  of  traf- 
iiay  be  handled  .-it  a  minimum  of  expense.  "While  the 
early  railroads  were  generally  built  with  emphasis  upon 
low  construction  cost,  it  is  the  modern  practice  to  spare  no 
initial  expense  which  will  result  in  low  cost  of  operation. 
The  task  of  the  engineer  is  therefore  more  difficult,  some- 
times  requiring  years  of  constant  work  he  To  re  an  accept- 
able plan  is  presented.  The  result  is  apparent  in  the  lower 
grades  and  fewer  curves  of  the  new  railroads  compared 
with  their  competitors  which  were  built  according  to  the 
methods  of  a  former  generation.  It  is  ,-ilso  ;ipp;nvut  in 
higher  operative  efficiency,  lower  maintenance  charges,  and 
more  favorable  statements  of  net  earnings. 

nrporation. — As  soon  as  a  project  is  definitely  under 
way,  application  is  made  to  the  state  for  a  charter  or 
articles  of  incorporation,  a  document  which  formally  de- 
fines the  powers,  duties,  and  limitations  of  the  persons 
associated  in  the  undertaking.  Upon  the  <rroup  as  a  unit 
is  conferred  the  right  of  corporate  identity  either  i 
definite  period  or  in  perpetuity,  the  right  of  eminent  do- 
main, and  authority  to  perform  all  the  necessary  functions 
of  a  railroad,  together  with  the  privilege  of  limited  lia- 
bility. The  limitations  of  authority  are  aKo  stated,  and 
the  duties  of  the  corporation  to  the  state,  to  tin  public,  and 
to  individuals  are  set  forth.  Most  of  the  early  rail  mad 
charters  were  granted  by  special  act  of  a  state  legislature 
but  more  recently  the  practice  in  most  states  is  to  incor- 
porate under  general  laws.  Under  the  old  Byvtem  of  spe- 
cial charters  it  was  only  necessary  to  go  before  a  legisla- 
ture with  a  petition  stating  the  purpose  of  the  enterprise, 
the  probable  advantage  to  the  public,  and  the  powers  d, 
sired.  There  was  ample  opportunity  for  lobbying  and 

16 
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bribery,  an. I  applicants  for  valuable  privilege!  were  often 
reward  litx-rally  th«w«»  whose  rapport  th.-v 
were  able  to  obtain.    The  preaent  system  .it ion 

under  general  law  require*  the  petitioner*  for  a  charter 
to  comply  with  certain  <-..nditions  specified  in  the  act,  tod 
upon  evidence  that  this  has  been  done,  a  certificate  ia  iaraed 
a«  a  matter  of  admin  u.  Under  tti<  -.hi  system, 

also,  it  was  the  p  y  by  name  in  tin-  » -harter 

a  iiuv  '-recharged  with  tin-  duty 

ceiving  subs  s  to  shares.     In  this  manner  the 

'18  of  a  locality   rniild    )><•    mad--   t..   appear 
as   sj.niisnrs    fur    tin-    jmiji-.-t.      Siil>srripti«iim    mu-t    II-.-A    }.,- 

of  aaaociation  are  fil<-<!   \\ith  tin- 
•••iit  names  appear  at  th«- 

the  8ubacripti»n    list.     'I'!:--   general   powers  and 

leges  are  no  longer  set  IWth   in  th<    ;,ttirl,-s  jilnj  by 

ineorpur.  ••..jit.-iin.-.l   in   th<-  law  itself. 

•!i« T  respects  the  old  and  the  nru    m.-i !:..,!. 
porat  il.ir     M.iny  states  have  granted  special 

atl.-r  having  enart.-d   «:.-n.Tal   laus  ..f  incor- 
poration; a  praeti      \\hi. -h  in  some  states  is  now  forbid. I-  n 

Monop.  i    rririlcge*. — The   special    p 

leges  which  were  grai.  special  aet  of  legislature  were 

Usually    su.-h   as  miihl    )»••   rapitali/i'il.      Many   nf   tlj,- 

1   a    pn.visii.n   that    tin*  legislature  would 
not  grant  a  eharti -r  t<»   a  tailroad  over  a  com  n»nte 

until  ation  of  a  certain  period,  usually  be* 

years.     Banking  privileges  were 

:  up. .n  many  railmad  enrpnrati..ns.  imt  ..nly  in  th.- 

West  and  South,  l»ut   «  \. n  i:  nirland.     Vermnnt  in 

iiland  i;..i!r-.»ad  bank  to  be  estab- 
lish.  .  .Hand    with    a   «  .;  •    $250,000.     Said    the 

''No  op»  shall  U inini-iired  at  said  hank. 

until  the  said  iiuinln  i  !i   usand  five  hundred  aharet 
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shall  be  subscribed,  and  the  sum  of  one  hundred  and 
•y-tive  thousand  dollars  of  said  capital  stork  he  p;iid 
into  said  bank,  and  until  the  stockholders  of  th.-  Hut  land 
and  Whitehall  Rail  Road  shall  have  actually  commenced 
the  construction  of  said  Rail  Road,  and  have  expended  <>nc 
hundred  thousand  dollars  in  the  construction  <.|  the  same." 
Also,  "No  person  shall  have  the  ri^ht  of  subscribing  to 
the  capital  stock  of  said  bank,  until  he  shall  have  sub- 
scribed for  the  same  number  of  shares  of  the  capital  stock 
of  the  Rutland  and  Whitehall  Rail  Road,  as  he  may  sub- 
scribe to  the  capital  stock  of  said  bank."4  And  Connecti- 
cut in  1832  chartered  the  Quinnebaii'_r  bank  of  Norwich  as 
an  adjunct  of  the  Boston,  Norwich,  and  New  London  rail 
road.5  In  so  doing  these  states  were  not  less  conservative 
than  their  neighbors;  for  Maine,  Rhode  Island,  New  York, 
and  New  Jersey  granted  banking  privileges  to  canal  com- 
panies between  1824  and  1835. 

Tax  Exemptions — Ex^piption  from  taxation_was  ,com- 
mQniy  grnntPf]  jfl  the  early  railroad  period,  usually  for  a 
term  of  years  or  until  a  certain  dividend  upon  the  share 
capital  should  be  declared.  Partial  tax  exemption  was  also 
common,  a  small  percentage  tax  upon  earnings  bein^  im- 
posed. Sometimes  this  small  tax  was  imposed  after  the 
expiration  of  the  period  for  which  absolute  exemption  had 
been  granted. 

Local  Subsidy  Enabling  Acts. — Legislative  authority  is 
required  before  counties,  cities,  or  towns  may  grant  subsi- 
dies to  railroads.  Authority  to  subscribe  to  railroad  shares 
implies  power  to  tax  to  raise  funds  for  the  payment  of  the 
subscription,  but  the  right  to  levy  in  payment  of  bonds 
issued  can  be  conferred  only  by  express  grant.  Local  sub- 
sidy enabling  acts  may  be  either  special  or  general  laws, 
and  special  laws  may  provide  for  aid  from  a  specific  county 

41,    ISM.    r.    3S. 

»Re»olvea  and  Private  Laws  of  (  ..nn.,  1789-1830,  I,  137. 
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••»  a  »!>«•« 

t  htm  been  to  confer  a  valuuM 
the  railroadi  concerned. 

METHODS  OF  APPEAL  FOR  FINANCIAL  SflTORT 

The  Prospectus. — Tin*  v.tii.ty  o  f  appeal  f<»r 

final)  IM  exhatitftod   th«- 

range  of  pomii'iliti.-s.    'I'd.-  j.?..-;  .1  in 

MI;    .••.luiimN  [iiililishnl    in 

painphl.  •  « >n tains  descriptive  1 1  show 

tli.-    •  n    its  most   favorable   iiu'ht.     It   contains 

al.so  |  ion  and  testimonials  as  may 

appeal  to  D  <»f  the  man  with  in  -ivest 

iiture.  Reports  of  surveys  have  always  c«- 
the  essential  part  of  the  prospectus  literature;  and  basing 
th'-ir  arguments  upon  the  m.-it.  rials  tints  presented, 
speakers  at  public  meetings  and  \\rit.-rs  in  local  news- 
papers have  arouse*  1  r  interest  and  l>y  constant 
n  have  succeeded  in  spreading  the  facts  broad- 
out 

Meetings. — From  the  first  it  was  the  practice  of 

f  lean  communities  to  call  public  meetings  for  th 

cussion  of  matters  of  common  concern;  and  it  was  only 

following  precedent  when  the  early  railroad  promoters  got 

t)i*'  people  together  to  consider  their  projects.    At  these 

ings  subscription  lists  were  circulated,  and  favorable 

resolutions  were  adopted.    Committees  were  appointed  to 

prepare  addresses  to  the  people,  and  to  present  memorials 

<>uncils  and  state  legislatures  praying  for  R<> 
ment  aid.  Committees  were  appointed  also,  to  correspond 
uith  similar  committees  elsewhere,  for  the  purpose  of 
obtaining  additional  information  and  of  enlisting  support 
from  towns  along  the  proposed  route.  Delegates  were 
appointed  to  att.  n.l  . -. -nv. •niions  at  which  representatives  of 
several  towns  might  pledge  their  united  support.  Aa  early 
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as  1831  we  are  told  that   in  y  stato,  "It   is  almost, 

impossible  to  open  a  paper  \\itlmut  lindini:  an  account  (»r 
some  railroad  imvting.  An  epidemic  mi  that  sulij. 
nearly  as  prevalent  throughout  tin-  eountry  as  the  influ- 
enza."* This  was  also  the  testimony  of  a  G-  ditor, 
v  h.»  two  years  later  wrote:  "We  now  hear  of  imvtings  all 
around  us,  companies  are  lieing  organ  i/.ed,  and  plans  sys- 
temati/ed  for  projecting  and  maturing  objects  <>i'  improve- 
tnenl 

The  Press  and  (In  1'uljnf. — Local  newspapers  were  n-u- 
ally  active  supporters  of  railroad  projects,  and  both  in 
their  news  columns  and  in  their  editorials  contributed  gen- 
erously to  the  campaign  of  education.  Many  of  the  jour- 
nals of  general  circulation  and  influence  also  lent  their 
aid  to  railroad  enterprise.  In  Massachusetts  even  the  in- 
fluence of  the  pulpit  was  given  to  the  support  of  the 
Western  railroad,  in  response  to  a  general  request  for  dis- 
courses upon  the  moral  effects  of  railroads. 

House  to  House  Canvass. — Finally  there  was  the  direct 
appeal  of  man  to  man.  A  house  to  house  canvass  was 
undertaken  in  Philadelphia  to  procure  subscriptions  to  the 
shares  of  the  Pennsylvania  railroad.  Boston  was  thor- 
oughly canvassed  in  the  interest  of  the  Western  railroad 
of  Massachusetts.  The  supply  of  ready  capital  in  New 
England  caused  promoters  elsewhere  to  send  their  agents 
there  to  dispose  of  shares  which  they  could  not  sell  in  the 
territory  to  be  served.  In  many  instances  agents  were  sent 
to  towns  where  they  had  lived,  to  induce  old  acquaintances 
to  subscribe. 

The  Banker  as  a  Financial  Agent. — As  promotive  enter- 
prise became  less  local,  however,  there  was  a  general  transi- 
tion from  the  almost  primitive  methods  which  have  been 
outlined  to  the  use  of  established  financial  institutions  for 

•  Quoted  by  Mott,  "Between  the  Ocean  and  the  Lakes,"  9;  from 
the  Independent  Republican,  Goshen,  N.  Y.,  Dec.  26,  1831. 

T  Southern  Banner,  Sept.  14,  1833,  from  the  Macon  Messenger. 
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Shares  were  put  on  sale  by  banking 
houses  in  rk,  Ifcwtmi.  Phil..  Irian- 

rs,  an.!  through  these  financial  agencies  i 
d  was  n  it  vestment  in  American  railroads; 

though  it  was  long  befor  .M  I..-  it. 

invest  to  any  ext  D  in  l-juU  unless  those  secu 

bore  the  endorsee  uhlir  au 

Appeal  to  the  Creditor  Clan  r  torn. — The  inves- 

tors of  the  creditor  class  are  more  difficult  to  reach  than 
those  who  are  willing  t..  put  th.-ir  in.-:  shores. 

offer  of  a  share  in  i  ith  th.-  prospect  of  a 

unte  shnr.    in  th.-  increased  value  of  ioess, 

and  in  the  profits,  is  sumVi'-nt  induce- 

in.  lit  t..  th.   average  man.     Hut  the  appeal  to  the  en- 

stand   •  iiL'h   id  n  and  sober 

The  only  thing  «  lit  to  a  pre- 

tt  "!   inl  ipal. 

uxl  of  appeal  must  be  such  as  to  appeal  to  analyti 

instead    of    creative    and    imaginative    minds.      The 

must  be  araph  :  the  rate  of  return  must  be  attrac- 

\Vh.-n  such  an  investment  is  made,  the  investor  must 

ties  for  investig.v  th.   sale  must  be 

arranged  through  agents  who  have  a  reputation  to  sustain 

—a  bond  house  or  its  accredited  representatives,  a  bank,  or 

ist  company.      So  accustomed  is  the  creditor  class  to 

this  manner  of  dealing  that  it  is  with  the  utmost  difficulty 

even  an  issue  of  municipal  or  government  bonds  can 

be  disposed  of  without  the  use  of  such  intermediaries. 

UNDERWRITING  AND  HOLDING  SYNDICATES 

The  "Financial     /.  1       financial  agent  of  to-day 

is  a  banker,  but  a  banker  in  a  different  sense  from  what  is 
•  .r.linariU  understood  by  the  term.  His  function  is  that 
«»f  the  middleman,  supplying  customers  with  investments, 
and  then  hy  providing  purchasers  for  the  securities  of 
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porati«»ns  whii-h  are  seeking  capital,     lie  "linances"  new 

rntci  urnishini:  funds  t'«»r  tin-  expenses  of  organ  i/a- 

with  tin-  assurance  that   his  standing  in   tin-  tinancial 

world  is  such  as  to  enable  him  to  place  the  securities  when- 

market  c<m< lit  ions  warrant. 

Conditions  Precedent  to  Accepting  Risk. — Before  a  bank- 
ing house  will  advance  money  in  aid  of  a  project,  m  under- 
take to  market  securities,  it  usually  will  require  that  an 
exhaustive  examination  be  made  into  its  condition  and  j>r»s 
pects.  It  the  finding  is  satisfactory,  and  the  general  indus- 
trial, financial  and  stock-market  conditions  are  favorable, 
the  details  of  the  financing  will  be  worked  out  in  confer- 
ence. Here  tin-  wide  experience  of  the  banker  and  his  inti- 
mate knowledge  of  financial  affairs  make  his  judgment  final 
as  to  the  form  of  security  to  be  offered,  the  amount  to  be 
issued,  and  the  price.  If  the  financial  market  is  under- 
going a  depression  and  there  is  "already  a  surfeit  of  new 
capital  issues  awaiting  the  demands  of  investors,  a  new 
proposition  will  receive  little  consideration,  or  will  he  de- 
ferred indefinitely;  and  it  is  the  ability  of  the  banker  thus 
to  sense  market  conditions  which  protects  his  house  and  its 
clientele.  Every  banking  house  has  among  its  customers, 
investors  who  rely  absolutely  upon  its  advice  in  the  matter 
of  investments.  Some  can  always  be  counted  upon  to  take 
an  interest  in  any  new  security  which  is  thus  recommended. 
When,  therefore,  a  new  project  is  of  sufficient  promise  to 
induce  the  bank  to  handle  its  securities,  its  chances  of  suc- 
cess are  good. 

I'rofits  of  Financing. — The  charge  of  the  banker  for  this 
service  will  vary  with  the  circumstances  of  each  issue,  rang- 
ing from  two  and  a  half  per  cent,  if  the  securities  are 
merely  placed,  to  ten  per  cent,  if  their  sale  is  guaranteed. 
Not  infrequently  a  bonus  is  also  exacted  in  the  form  of 
shares  or  junior  bonds.  The  first  mortgage  l.onds  are  sold; 
but  as  the  other  securities  usually  have  little  immediate 
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value,  they  arc  held  until  \\ith  the  development  of  boMinaai 
the  re  von  10  new  c« 

ior  nee  unties,      i  I  tea   the   banker's   op 

i>   the  control   u-hi.-h    hia  ownerahip 
aecuritie*  afford*,   he  can   determine   Uie   time   and   th< 
amount  of  tl  >n  of  profit*.    It  in  therefore  an  easy 

matter  for  him  t<>  nnl...-..|  his  holding!  at  a  figure  whi«  h 
\\ill  allow  a  return  for  his  a  -uiw'1,  hi«  jxiHiti- 

.1  i-irelea,  an«l  tin-  risk  att.-mlinu  tip- 
advancement  of  f unda  by  hia  customers, 

It  is  a  matter  of  great  convenience  for  a  railroad  whi<  h 
ia  bidilinu'  i'..r  .-.ipital  to  obtain  it  in  bulk  tlinmirh  the  aale 
of  an  entire  imue  of  securities  to  a  single  buyer.  It  is 
important,  riirtln-nn'-ri-.  t«i  have  the  aasurance  that  tin- 
I'M  mis  will  b«-  Miinir  at  tin-  time  they  are  nee<ledf  re- 

irardh'SK  •  -  .-. ^nil- 

customary,  th.  r -. -fore,  to  obtain  an  agreement  \\hirh  will  in- 
ihiN  .n.l  Thi.s  pm  D  as  ••nmlrruriting." 

What   is   I  •' — The   t«-nn    "iimL-rurit.-"    iin- 

plies  the  assumption  of  a  risk,  and  as  employed  in  finance 
it  signifies  the  insuring  or  guaranteeing  of  a  market  for 
v     This   ia  a   contract   under    wlii.-h    tin-    hank,  r 
agrees  to  take  an  issue  of  securities  at  a  specified  tim« 

The  banker  disposes  of  these  securities  as  oppor- 
tunity offers,  sufT  ••  loss  if  they  have  to  be  ken* 
a  long  period,  or  if  th.-y  must  be  sold  below  the  purchase 

v   millions  are  involved  a  single 

bank  may  conduct  the  underwriting,  hut  when  business  is 
«1  which  is  larger  than  one  bank  can  pru.h -ntly  han.ll--. 
ulicate  may  be  formed  t  k.  The  con- 

tract with  thi-  issuing  corporation  ia  first  arranged  in  all 
its  details.  The  bank  now  appears  as  syndicate  manager; 
hut  two  or  more  banks  often  act  as  joint  managers. 

Tii»    l'n<l'ru'ritin<i  Nym/iV«jf. .-     Thr   und.-ru  ritin-:   \Mi-li 

cate  aa  we  know  it  waa  first  employed  in  this  country  in 
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in  coiiner-timi  with  tin-  sale  ni'  1'nited  Stairs  bonds  by 
••\  1m  had  made  a  study  <>!  the  ur.rkinjj  <>!'  the 
l-'ri  ndi  tyndicaU  while  neLrotialinir  for  t  he  sale  of  Northern 

0  hi.  nds  in  Km-opc."  Ite  Use  in  Knirland  appears  to 
dfcte  from  about  the  same  time;  lor  in  1S7:{  tlie  London 

rf    ealled    attention    to    the    fiv.picnt     ]'• 

late  yean'1  t«>  syndicates.  .-.specially  in  cMimecti,.n  \vitli  the 
marketing  of  new  semrities.  It  also  ^ave  tliis  definition: 
"An  association  of  jn-rsons  who  ^uai-antee  the  subse!'i|>t  inn 
of  the  issue  either  wholly  or  partially,  each  guarantor 
usually  ;ieeepiii)'_r  the  responsibility  for  so  inueh  to  the 
aetual  contractors.  "  * 

Preliminary  to  the  organization  of  a  syndicate,  the  man- 
ager will  send  out  notices  to  other  banks  and  to  individuals 
well  known  to  them,  describing  the  nature  of  the  under- 
taking and  inviting  participation;  or,  as  is  more  often  tin- 
case,  giving  notice  that  certain  allotments  of  securities  have 
been  reserved.  Participation  in  a  syndicate  is  a  privilege 
which  is  granted  only  to  those  whose  influence  will  serve  to 
widen  the  market  for  the  securities,  or  whose  good  will  as 
lari:e  purchasers  of  securities  it  is  advantageous  to  get  and 
retain.  It  is  obvious  that  a  well  distributed  underwriting 
is  a  source  of  strength  in  marketing  securities,  because  each 
participant  may  be  counted  upon  to  do  everything  possible 
to  create  a  demand  and  dispose  of  the  issues  to  its  clientele. 
Upon  acceptance  of  an  interest  in  the  venture  the  formal 
agreement  is  sent  to  each  participant  or  underwriter  for  his 
signature.  Usually  there  is  little  hesitation  over  the  mat- 
ter of  acceptance  if  a  strong  house  has  undertaken  to 
underwrite,  for  to  decline  an  allotment  would  remove  one's 
name  from  the  list  which  will  be  used  in  organizing  future 
syndicates. 

Underwriting  originally  took  the  form  of  an  obligation 
on  the  part  of  participants  to  take  within  a  specified  time 

8  Obcrholtzer,  "Jay  Cooke,"  II,  275.        »  Economist,  XXXI,  904. 
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ami  at  a  specified  price  such  securities  as  had  not  been  d» 

poae<l  M   t..   the  several 

ints  innl.  ruritf. n  In  I1"'  I  l!..  I'.  nnv .  •.  .inU  rail 
road  anm.un.-.-d  an  in.-ivas.-  in  its  .shun-  , -a|.it.i I  -I  !•  | 
$251,000,000  to  $400,000,000.  \\\  outstanding 

s  were  quoted  ir  red  to  share- 

mg  to  $75,000,000  of  th<- 

new  iasue  at  120.    At  tt  it  waa  not  thought  desir- 

nlili-  to  srnirv  an  iiiuL-rwritinir      !  ^harcH  havinu' 

>   and  tin-  full  i|imta  of  sharcholdcra '  aubh 

'"••M  ••'  it  waa  neceasary  to  reaort 

to  bankers,  \\  ••<!  Hubu.  ||  the  sbarea 

at    1  -i, |  a  half 

i^suc.     The  linn  this 

agrei  •«!   tin-  riTVrt   <>f  causing  th  -tldera  to 

Th«-    advaiitaL'.-    tn    th 

shown  by  th.-  fa<-t  that  \\iihin  thr  Mar  I '  rins\  Ivania  shares 
were  sold  as  low  as  1 1 1 
The  t!i! 

I')*  lx>nda  at  90  to  shareholders  at  the  ra 

y    shares.     In    o  insure    the 

vs  «.f  tin-  issij,..  an  iimi. -rwriiiii^r  rmed 

\\hi.-li  u'liarant.-, d  th.  ;rn  for  a 

fee  of  $1,875,000,  of  which  $.375,000  went  to  Kuhn.  Ix>eb, 

ami  .-.Mnpaiix    as  ••  managers.      Ahii-.^t   iiniu. diately 

lin.-  in  I'ninn  I\i.-iti.-  s.  t   in,  and  befmv  th.-  suks.-rip- 

.v  bonds  were  quoted  b<  price  at 

uhi.h   tln-y   had  been  offered  shareholders,  finally 

78.     Only  $2,000,000  of  th.  ! 

were  taken   hy   th«-  >har«-li..l.|. •»••»;   ami   \\hih-   tl ninpany 

reeeiN  to  was  rompdh-.i  to  take 

almost  the  mtirv  issu.-.     Th.-   At. -his,, n.  T.-pekm,  and 

1-V.  in  onl.-r  t->  ju-.-vi,!,-  funds  for  impr-  's.  in- 

take  at  par  $26.000,000 

(»f  live  per  « mt    «..n\»-rtible  bonds  to  the  extent  of  twelve 
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ilifir  holdings.  No  underwriting  of  any  kind 
wus  provided.  As  tin  market  fell  these  bonds  were  quoted 
I-.  l..w  90,  and  less  than  $9,000,000  were  disposed  of  at  tli.it 
time. 

The  Hvlilhiii   >'>/>/</  \c.-nrdin«:  to   this  method   ,,!' 

under  \\  i  -itiiiLT  Him-  need  be  no  advance  of  cash  in  case  tin- 
entire  issue  is  disposed  of,  and  ea<-h  participant  would  re 
ceive  a  commission  «.f  from  two  and  a  half  to  five  per  cent 
upon  his  maximum  risk.     Hut   frequently  SOUK-  time  must 
elapse  after  the  agreement  is  entered  into  before  it  i-  eon 
sidered  expedient  to  offer  the  securities  for  sale.     In  sin  li 
a  case  a  purchasing  syndicate  is  formed,  and  the  securities 
are  distributed  among  the  participants  of  the  purchasing 
syndicate  as  soon  as  they  are  delivered.     Hy  this  method 
the  money  required  to  finance  the  enterprise  must  first  be 
advanced  by  the  purchasing  syndicate,  and  as  the  sale  ]>r<> 
gresses  the  allotments  of  securities  are  called  back  by  tin- 
manager,  who  returns  the  amount  advanced  by  the  pur- 
chasing syndicate.     Should  the  term  of  syndicate  holding 
expire  before  a  market  is  found  for  all  of  the  securities, 
the  underwriters  are  left  with  the  balance  upon  their  hands, 
of  which  they  may  dispose. 

The  syndicate  managers  will  arrange  a  loan  from  some 
bank  or  trust  company  for  such  sum  or  sums  of  money 
as  may  be  needed  to  control  the  properties  or  make 
advances  for  construction  and  operation  during  the  period 
covered  by  the  underwriting,  the  issues  underwritten  be- 
ing used  as  collateral  for  the  loan.  As  sales  of  securities  are 
made,  or  when  the  underwriting  expires  and  the  syndicate 
subscribers  take  over  the  unsold  balance  of  securities,  the 
syndicate  loan  will  be  paid  and  the  securities  held  as  col- 
lateral released.  The  transaction  may  be  carried  through 
on  practically  the  same  lines  before  the  corporation  issues 
the  securities  by  means  of  participation  certificates.  If  the 
underwriting  results  as  favorably  as  is  expected  no  capital 
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in  required,  ami  tl.«-  arrangement  U  simply  tin-  i-ntablbh- 
in.-ni  ii  uith  a  bank  whi.-h  p.-niuu  the 

borr.  tf<*  MIIIIIH  of  money  on  favorable  terms. 

•'inWiHi/   U'ifA./i.:  >..!,„. tniHf  the  member*  of  a 

syndicate    an-    p.  inn'  .,  ithdraw    f»r    their   own    OS6 

in. ..mi'  are  respon 

thereby   n-lin.|uisliiiiu'  their  share  of  *  'its  upon  the 

rintf  hut  t.l.t.-iiniiiu'  investment  s.-ruriticK  at  a  lower 
than  u.Mil.l  otherwiae  be  pomihl*       During  tin-  Kale, 
howiN  t  in  made  to  keep  the  ueue  off  th.- 

"•treet,"  and  i<>  thi>  .-n.1  \\ii<ii<-ate  managers  usually  re- 
serve tin-  riu'ht  to  bii  to  any  SfH-uri- 
'"  may  come  int..  th--  markrt  up  to  a  certain  limit. 
is  done  to  prevent  a  break  in  prices  on  account  of 
!>y  those  who,  either  because  of  impatience  over 
in  \\aitinir  i»r  a  favorable  market,  financial  neces- 
or  altered  opinion  as  t<>  th.  investment  value  of  th- 

.  may  throw  ovi»r  th.-ir  holdings  to  prevent  indi- 
vidual loss.  After  the  expiration  -^reement  t..  Imld. 
reselling  affords  a  teat  of  the  standing  of  the  securities  upon 

market 

Sales  of  Underwritten  Securities. — Underwritten  sc- 
ties  may  be  offered  du<  .-tly  for  public  subscription,  or  th.-y 
may  be  disposed  of  at  private  sale.    In  most  cases  both 
methods  are  employed.    A  public  «>tT.  i  in*:  is  advertised  sev- 
weeks  in  advance,  and  bids  are  invited  subject  to  the 
provision  that  the  manager  may  reje<  t  an\  ..r  all  applica- 
"i-  allot  a  smaller  amount  than  is  t»id  for     In  th*  Penn- 
sylvania first  mortgage  bond  issue  of  1908,  the  secir 
were  oversnl  MUUV  times,  and  applicants  for  small 

allntin.-nts  got  nothing,  while  large  bidders  received  only  a 
th.    amounts  which  th.v  sought.     In  the 
ease  of  such  an  amply  secured  issue  of  l»..nds  by  a  well 
known  corporation   lik«-  th.-   IN-nnsylvanin.  this   method  is 
i  the  most  BatM'artm-y,  hut  few  railroads  have  the  un- 
27 


K  \II.Ho.\n  FINANCi: 

«  i  numbered  property  to  furnish  such  an  attractive  security, 
and  still  fewer  possess  the  general  credit  that  is  enjoyed 
by  this  company.  To  dispose  of  many  issues,  therefore,  it 
is  necessary  to  enlist  th.  lervieei  of  travel  ing  salesmen,  who 
seek  to  place  the  securities  \\iili  the  particular  classes  of 
investors  to  \\  hi< -h  they  are  best  adapted.  Thus  one  variety 
of  bonds  will  be  of  the  sort  which  is  suitable  for  estates  and 
trust  tun. Is;  others  will  he  adapted  to  the  needs  of  national 
banks;  still  others,  to  savings  institutions.  Certain  states 
allow  domestic  corporations  to  assure  the  tax  upon  their 
securities,  thus  exempting  those  in  the  hands  of  investors; 
tin*  salesmen  will  endeavor  to  place  the  securities  thus 
favored  among  investors  and  institutions  which  may  profit 
from  the  exemption.  Usually  non-participating  bankers 
are  allowed  a  commission  of  about  one-fourth  of  one  per 
cent,  upon  all  securities  which  they  dispose  of,  as  arc  tin; 
members  of  the  syndicate  when  acting  as  selling  agents. 
When  two  or  more  houses  work  together  as  managers,  one 
may  remain  inactive,  or  there  may  be  a  division  of  terri- 
tory. The  general  public  is  reached  through  the  medium 
of  advertisements  in  periodicals  and  circulars  setting  forth 
the  nature  of  the  securities  and  inviting  correspondence 
with  a  view  to  subscription. 

Possibilities  of  Loss. — For  their  services  as  syndicate 
managers,  the  banks  charge  a  commission  on  par  of  securi- 
ties purchased  by  the  syndicate.  Sometimes  this  charge  is 
split  so  that  one-half  is  figured  upon  the  purchase  and  one- 
half  upon  the  sale.  The  effect  of  this  arrangement 
allow  a  rebate  to  participants  upon  whatever  securiti 
main  unsold.  Syndicates  have  made  large  profits,  espe- 
cially in  the  late  nineties,  and  in  the  period  of  speculative 
activity  which  came  to  an  end  in  the  early  months  of  l!'<>7. 
At  that  time,  many  snydicates  were  dissolved  at  a  loss, 
and  the  participants  were  left  with  lar<r<-  amounts  of 
securities  for  which  there  was  no  immediate  market.  This 
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the  rli-im  nt   •  •!'  risk,  ami  shows  tli.it   th«-  large 
\\iu--ii  an   ina<l<-  in  i><  nods  of  active  de- 
mand for  Mciiritii  -s  may  be  considerably  reduced  by  opera- 
UODH  in  tuii.-s  v.  \sithdrawn  and 

to  sell  at  a  lorn. 

/    'u,  m,  of  the  (ir  iroada  have  extended 

ao  widely  over  the  country  it 

•  nt  and  extension  of  existing  lines  than 
ing  of  new  enterprises.    Contr-.l  •  •!'  rail- 
road syateros,  !!»•••  .is  passed  int..  tin-  hands  of  a  com- 

parat  -lists.  \\  hose  iifliliated  banks  e\ 

liscourage  new  projects  which  threaten  to  eon- 
pete  eitlu-r  for  traffic  or  t  i<>n  funds.     So,  \vhilr 

projects  for  tli«-  luiildinir.  l>y  iniir|>cn<l<-nt  interests,  of  small 
roads  are  still  fm|ii<-ntly  lai<l  !•••:  .'\ir  houses  of 

the  c-  ;  -ankers  care  to  risk  antagoni/  .rreat 

financial  powers  from  whom  they  may  some  day  need  to 

Conspicuous    Independent    Operations.  —  In    a    few    in- 

stances   railroad  en,    wh.th.T    from    necessity    or 

ave  been  able  to  finance  th<  rises  without 

r  Wall  strn-t.  1'ut  Mi.-h  cases  are  so  rare  as  to  be 

u  v     \Vh.  n.  a  g  n  ago,  James  J.  Hill  ap- 

pealed to  N<  lunds  with   \\liidi   to 

1  a  new  transcontinental  railroad  through  the  N 

west,  his  proposition  was  dismissed  \vith  a  I.  nipt  ness,  and 

with  some   ri<li<  ulc.     !!«•    thereupon   obtained   capital   in 

Amsterdam,  and  soon  formed  a  connection  with  the  bank 

•ntival,  whieh  bouglr  fmin  tin*  Dnt<-h  bankers. 

With  this  ai<l  In-  was  able  to  build  the  (Jreat  Northern  rail- 

stahli.sh  himself  in  a  .i'-ruinant  position  in  the 

itory  served  by  that  line.     David  H.  Moffat,  the  Den- 

ilist  \\  ho  projected  the  I  >  \orth\vestern,  and 

:ic  betwem  1  ).  nver  and  Salt  Lake,  was  unable  to  obtain 

New  York  capital  for  hi>  ise  in  face  of  the  opposi- 

18 


KAII.KM AD    1  l\  \\(   I 
linn   n|'  tin-    Denver   ;i!nl    K'i"   <!r;mde  ;in.|    I'liinn    I'acilie   in 

tS,      ivpivsrnlrd      liy     (iollld     ;i!l<|      I  I  ;i  l-ri  Ilia  II .         II.  •      \\rllt 

ahead.  lm\\rver,  mi  his  nun  hinds  supplemented  by  Hie 
•  if  a  .small  .-111111111)1  of  bonds  which  In-  \v;is  able  to 
sell  l.i  Knropeaii  bankers,  hi  11107  li»-  was  f.uvrd  t<>  <-.-dl  in 
iimn-  ont.side  ;iid.  1ml.  following  his  death,  receivers  took 
char;.:*'  of  tin-  road  and  al.so  of  tin-  holding  rnnipany.  the 
Denver  li;til\\;iy  S.-curilics  c(iiii|»;iii\ .  Ili-in-y  II.  liogers, 
from  motives  of  choice,  attempted  to  finance  his  Tid«-wat« •»•- 
Deepwater  (now  Virginian)  railway  enterprise  in  Virginia 
without  recourse  to  the  banks.  With  the  stringency  of  tht^ 
money  market  in  1907,  he  was  embarrassed  to  the  extent 
that  he  found  it  necessary  to  organize  a  construction  com- 
pany, which  issued  short  term  notes  at  a  high  rate  of  in- 
terest. 

Till:  NATURE  <>!    Till:  FINANCIAL  SUPPORT  OBTAINED 

In  General. — The  different  kinds  of  financial  support 
which  have  been  attracted  to  railroad  enterprises  are  of 
three  broad  classes:  subsidies,  funds  contributed  liy  inves- 
tors, and  funds  contributed  by  speculators.  Subsidies 
have  been  granted  in  various  forms  by  individuals,  by  local 
and  state  governments,  and  by  the  national  government. 
Investors  in  railroad  securities  have  not  always  been  indi- 
viduals; during  the  early  period  many  a  local  and  state 
government  advanced  capital  not  alone  to  give  needed  sup- 
port to  a  much  needed  transportation  project  but  on  the 
theory  that  it  would  acquire  a  right  to  participate  directly 
in  the  profits  of  a  lucrative  business  when  the  railroad 
should  be  constructed  and  in  operation.  Generally  speak- 
ing, investors  are  of  two  classes:  those  who  have  put  their 
money  into  local  projects  with  which  they  are  personally 
familiar,  and  those  who  have  taken  shares  or  bonds  repre- 
senting properties  which  have  been  investigated  or  are 
TV  presented  by  financial  agencies.  Speculation  has  con- 
tributed a  large  share.  The  capital  which  has  found  its 

30 


PROMOTION    AM)   IADI  H\\KI  I  1 

way  into  the  inurk.-t  through  speculative  channel*  hat  not 
come  from  an  •  of  individuals.    There  have 

ys  been  professionals  who  have  purchased  . 

with  the  idea  of  unloading  on  a  rifling  market,  nnd  then 
have  always  beri.  ,  of  the  exaggerated  repreaenta- 

i not ere. 

/    /Kir/u(//   Subtidift. —  hi.iiM.lii.il    Hnhsidn-H  have   been 

:  in  the  form  of  subscriptions  to  <  ..\.  r  the  eipenae  of 

ys,  releases  of  rights  of  way,  and  donations  of  land, 

av. -1.    timher.    ami    other    mat.  rials.     Many    indi- 

I    subscriptions    were    nothing    hut    subsidies.     Such 

were  the  subscriptions  made  in  response  to  appeals  upon 

the  basis  of  public  benefit  ruth,  r  than  private  profit;  such 

aU..  u,-n-  tin-  sul.s.-riptioiiB  of  merchants  \\hose  desire  waa 

f<>r  larger  and  m  \e  business,  and  the  sub^ 

racted  by  the  prospect  of  higher 

pro.lu.-ts    an. I    .-asi.-r    access    to    market. 

These  subscriptions  \\  ly  in  money  but  also 

in  land,  labor,  and  m  tin!  l.y  notes  secured  by  farm 

Local  Subsidies. — Local  subsidies  have  been  granted  in 
all  sections  ni  .ntry  to  an  extent  which  is  practically 

impossible  of   ilrt<>rminatinn.      All    ••.immunities   wish< 

in  tin-  hnsiness  prosperity  which  folln\\«-,l  th.-  open- 
ing of  new  railroad  connections,  ami  riti.-s  and  towns 
needed  little  urging  np<>n  tin-  p.n  --re  to  induce 

thnii    to    hrri.mr    li  na  ii.-ia  1 1  y    int  «-n-st  •••  1    in    th.-ir    projects. 

hav.   ,.n«l..rs,-,l  th.    bonds  of  railroad  uies,  and 

nu'"  I  th.-ir  Itoiids  for  bonds  of  railroad  ...mpaniea  and 

ad  shares.    Local  subsidies  have  also  been  given 

in   the   form  of  donations  of  money,  bonds,  and    lands. 

iirhout  the  West  it  was  once  the  common  practice  to 

ion  sites  and  yards, 

N/nfc  Subsidies. — States,  also,  have  giv.  ous  sup- 

port i  ids      Maryland  was  heavily  interested  in  the 
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Baltimore  and  Ohio,  New  York  in  the  New  York  ,-iiid   Krie. 
and  Massachusetts  in  the  ti  r;nln.;i,l.     Virginia  early 

adopi.-d  the  policy  of  taking  t  lin-r-li  ft  hs  ..f  tin-  share  capi- 
tal  I.!'  all  railroads  within  its  borders,  and  Louisiana  simi- 
larly subscribed  to  the  extent  of  mir-lil'th.  For  a  short 
time  Ohio  subscribed  to  one  share  f,,r  every  other  rabscpip- 
tion  for  twice  that  amount  to  the  share  capital  of  railroads 
within  the  state.  Few  Northern  states,  however,  gave  aid 
in  tin-  form  of  share  subscriptions.  The  loan  of  credit  was 
the  most  widely  used  form  of  state  subsidy  in  all  parts  of 
the  country.  Massachusetts  antliori/ed  loans  to  the  amount, 
of  over  $11,000,000  to  eiLrht  railroads;  New  York,  of  over 
$s. i ii ID. i M MI  to  nine  railroads.  During  the  reeonst ruction 
period  in  the  Smith,  legislatures  voted  away  the  credit  of 
their  states  to  an  extent  which  ultimately  gave  but  little 
range  I'm*  choice  between  repudiation  and  insolvency. 
States  have  also  guaranteed  city  bunds  issued  in  aid  of  rail- 
roads; they  have  advanced  loans  out  of  special  funds  and 
(.ut  of  the  general  treasury.  Some  of  these  loans  bore  no 
interest.  Other  forms  of  state  aid  were:  direct  appropria- 
tions to  pay  the  expense  of  surveys,  interest  payments  on 
railroad  bonds,  surrendered  claims,  and  grants  of  land. 
Texas,  which  retained  its  public  lands  upon  annexation  to 
the  Tnited  States,  granted  over  32,000,000  acres  to  pail- 
's and  internal  improvements,  chiefly  railroads.  Most 
of  the  state  constitutions  now  forbid  any  loan  of  state 
credit,  and  many  of  them  forbid  state  subscriptions  to  the 
shares  of  corporations.  Over  half,  also,  forbid  local  aid 
of  any  sort. 

National  Subsidies. — National  aid  to  railroads  began  with 
a  provision  in  the  tariff  of  1830  for  a  drawback  upon  duties 
paid  upon  imported  railroad  iron;  and  from  1832  to  1^1:.' 
complete  exemption  was  allowed  upon  rails.  In  this  way 
the  railroads  had  profited  to  the  extent  of  nearly  $0,000,000 
by  1843  when  the  system  was  abolished.  Beginning  in 
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1835  congress  granted  to  certain  r..i:r  ..-.•!     right*  of  way 

igh  the  i>iil. li<    lamlx,  and  in  \*  ilege  waa 

made  general.    In  1850  eongreaa  granted  lands  to  Illinois, 

Alabama,  and  Mississippi,  t..  encourage  the  construction  of 

a  lin.-  "f  railroad  Ir..in   Mohde  to  Cairo  and   l"r««in  Qtj 

ago  and  Galena.    The  Mobile  and  Ohio  and  th.-  Illi- 
noia Central  were  the  final  recipients  of  this  bounty.     With 
f  1850  began  the  ayatem  of  congressional  land 
grants  to  railroa  igh  the  medium  <>f  tin   H tales  aa 

tnist«»ea  or  agents  of  the  transfer.    As  th.-  railroads  ex- 
.1  ..ut  int<>  tin-  t.-rritori.v  '.s  of  land 

fly  from  rongreaa.    Altogctlii-r  th.-rv  were  Bev«-ntv-riin.- 
railroads,  and  the  lan<ls  within   th.-  limits  of 
rial  grants  am- "int.-.:  -00,000,000  acres. 

1  has  been  reduced  by  forfeitures  to  less  than  160,. 
000,000  acres,  title  to  1 10,000,000  acres  of  which  baa 

been  established.     The  Northern  Pacific  alone  received  an 
acreage  of  al  *X),000;  an  amount  equal  to  the  com- 

bined grants  of  the  Union   1  and 

hisnii  i  .-d  17,000,000 

acres:  th<    Illinois  (Yntral,  over  2,500,000  acres;  and  the 
and  Ohio,  over  1,000,000  acres. 

of  Credit. — Congress  also  grant*  <1  ,lir.-.-t  financial 
.•II. I    by   loaning  $64,623,512  to  six   railroads  to    .  n 
age  t!  •!•»!. -tion  of  a  throuirli  lin.«  to  the  Pacific.    The 

acts  of  1862  and  1864,  besides  granting 
large  tracts  of  !.'•  !  main,  provided  that 

thirtv  vr.ir  I  Hit.-cl  States  bonds  be  delivered  as  sections  of 
th.'  lin.-  should  he  completed.     These  bonds  were  se« 

,'age  upon  th.    railroad  property.    In  accordance 

\vith  these  laws,  $27^:M."»1-J  was  n-.-.-iv.-.!  l.y  th.-  Tni-.n  Pa^ 

-:,  i-..  |,v  the  Central  Pacific,  $6,303,000  by  th,. 

Kansas  Pacific,  $1,970,560  u  th.   Weatara  l'<  .  • .  $1,628,- 

320  by  the  S  y  and  Pacific,  and  $1,600,000  by  the 

al  Branch  1'nion  1\, 
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Need  for  E.rn<-t  !><  jinili<»i  of  "Capital."-  It'  mir  should 
ask  a  merchant,  a  manufacturer,  or  a  l>;mker  how  much  capi- 
tal he  had  when  he  began  business,  there  would  be  no  un- 
certainty as  to  uh.it  was  meant  by  the  «|iiexiion.  Nor 
would  there  be  any  difficulty  in  understanding  what  was 
meant  if  one  were  to  inquire  as  to  the  amount  of  capital 
now  invested  in  the  bu.sincss.  Hut  when  we  come  to  con- 
sider the  subject  of  corporate  capitalization,  we  are  con- 
fronted immediately  with  a  con  fusion  of  terms;  every  one 
who  undertakes  to  contribute  to  the  discussion  «_rives  to  the 
word  "capital"  such  meaning  .'is  may  best  serve  his  pur- 
pose. An  attempt  was  recently  made  to  ascertain  what 
ideas  of  capital  were  entertained  by  the  students  in  a  course 
on  corporation  finance  in  a  well  known  graduate  school  of 
business  administration.  With  a  balance  sheet  of  about 
thirty  items  before  them,  one  member  or  another  of  the 
class  identified  as  capital  items,  the  entire  list  of  assets  and 
liabilities  with  the  exception  of  "short  term  notes."  This, 
no  one  could  reconcile  with  his  notion  of  capital.  The 
result  of  the  test  is  noteworthy  as  showing  a  general  lack  of 
definiteness  of  concept  among  economists  and  among  stu- 
dents who  have  received  their  instruction  from  economists. 
So  long  as  there  is  so  much  confusion  in  matters  of  defini- 
tion, there  can  be  little  exact  thinking  about  the  subject. 

Confusion  of  Ideas.  —  A  concrete  illustration  of  the  utter 
disn-gard  for  any  well  defined  concept  of  capital  may  be 
found  in  almost  any  railroad  balance  sheet.  If  the  ques- 
tion were  asked  as  to  what  items  represent  the  capital  of 
the  corporation,  it  would  l»e  impossible  to  answer  from 
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ibt       i 

\\Miil.l   I....;.   t»  tit.    li.tl>i!it\    M.I.    .  :    the  Account,  and  spe- 

,!lv    t,,    th.- 

•.t";    ntli.rs    mik'lit    tfo    Htill    fur' 

inrlti  .1,1   prnhahly  rmiJim-  th.-ir 

attrnti..n  I-.  Hi.-  asx.-K  xid«-  ,,f  tin-  aiTiniir  -I  t'» 

•  mini-    what    sp.-.-iiir    !-.•>,, iirvf*   represent  the   ca: 

inVCht  111  'I    IH-rrs.- 

•rfoo 

as  to    what    wan    th  ,1    or    pn-sn  .i/.tti-.n -. 

'in-    tl»r   eon  .Mj.itali  over- 

rapi!  \\li.-thi-r    th.-    invested   ca  amply    pro- 

1;  whrtl  hav.- !..  ,n  .It-clared  out  of  capital; 

uh,th,r  (lividendH  represent  .rn  t-  the  sharehold- 

ers;  or  as   t  on    rein:  the   cap- 

••i'    thr    (•"!  M.uiy    of    these    asBiimp 

do   violenee   to   any  IITIM!    view    nf    tin-    pur- 

pose ninl   t'un«-ti,«ii  of  capital.     T*>  rnn,-riv,-  ,•)'  Capital  aft  a 
liahility  does  not  admit  of  the  consideration  of  man 
tin-  commonest  capital   relations — it  affords  no  \r,is\- 

'•   investment  or  mlministra;  _'in»-nt.     V,-t   this 

is  no  reason  uhy   int..! mation  about  capital  may  not  be 
liahility  side  as  well  as  the  asset  side  of  the 
balance  sheet. 

A  Definition  Submitted. — To  be  consistent  and  logical  in 
the  assembling  and  classification  of  the  data  and  experience 
of  business,  it  is  submitted  that  capital  must  be  considered 
as  a  resource;  that  the  capital  of  a  railroad  or  other  cor- 
poration must  be  consi.l.-r.  «1  as  in.  luded  in  the  general 
-rory  of  "assets.'*  I'MII-  th<>  terms  in  the  sense  cora- 
ni'  nly  a  ••>'  persons  whose  business  is  not  incorpo- 

i  and  l>y  th,  in  th,-  int.-rpretation  of  the  law  of 

corporations,  it  would  be  confin«l  t<>  those  assets  of  the  cor- 
poration whirh  have  been  provided  and  which  are  int< : 

:.uiir.:.  i  Phis  is  the  sense  in  which 
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it  N  used  throughout  Iliis  work,  whether  tin-  di^-u^ion  ,-,, 
lates  tn  original  acojiisit i«»n  of  capital  or  In  management  <»f 
capital.  Hut  for  tin-  purpose  of  olil.-iinini:  and  represent- 
ing facts  about  capital  it  is  assumed  thai  liability  accounts 
as  well  as  asset  accounts  may  be  us.-d  :  asset  accounts  to 
tell  the  story  of  the  results  of  capital  expciidil  lire  and  per- 
taining to  the  result  of  administration  of  properties; 
liability  accounts  to  tell  tlie  story  of  the  methods  of  financ- 
ing and  of  the  issue  and  retirement  of  obligations  en- 
tered into  to  obtain  capital. 

Capital  as  an  Instrument  of  a  Going  Concern. — Accept- 
ing the  definition  that  capital  is  the  assets  of  1he  corpora 
tion  which  have  been  contributed  for  continuing  use,  a  num- 
ber of  questions  are  constantly  before  those  interested  per- 
taining to  these  assets.  What  amount  has  been  con- 
tributed for  capital  use?  What  properties  have  been 
acquired  and  what  are  now  possessed  which  may  Bern 
the  continuing  uses  of  the  company  as  a  going  concern? 
What  is  the  relation  of  such  properties  to  the  amount  of 
capital  contributed?  What  is  the  difference  to  be  ac- 
counted for? 

If  we  are  to  know  what  properties  the  company  owns 
that  may  be  continuously  used,  we  must  eliminate  from 
the  list  of  assets,  all  things  acquired  or  possessed  which  are 
intended  for  consumption,  and  all  which  in  the  regular 
course  of  business  are  intended  for  conversion  or  sale 
at  a  profit.  But  cash  in  hand  obtained  from  the  sale  of 
shares  or  credit  obligations  must  be  considered  as  capital ; 
also  the  property  purchased  with  those  funds.  A  working 
fund,  whether  provided  by  shareholders  or  set  aside  by  the 
board  of  directors  out  of  the  proceeds  of  sales  of  shares  or 
of  bonds,  is  capital.  Any  application  of  money  funds  or 
credit  funds  to  the  acquisition  of  resources  intended 
for  continuous,  productive  use  is  an  act  of  capitalization 
and  an  appropriation  of  funds  to  capital  purposes.  The 
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th.it  h.i-l  ju.k'Mi.  ni  may  have  been  used  ID  the  choice 
•  vestments  in  cai  is  an  essential  elera<-r 

the  consideration  of  financial  management,  but  it  cannot 

alt.-r  ire  of  assets. 

Accepting  as  n  •>  the  economic  and  institutional 

M«e  of  assets  ac<r  in  poaaeamoi  Iowa  that 

mix-  classification  of  reaourcea  which  distinguishes  capital 

asset*  from  assets  which  are  not  intended  for  capital  use 

roust   relate   to   a   going   concern.    Strictly   speaking,   a 

ii  \\hi.-h  is  about  to  close  up  its  affairs,  or  to  be- 

come permanently  non-operative  would  not  be  considered 

as  having  a  capital.    It  may  have  properties,  and  it  may 

have  oMijMti«»n.s  \\hi.-h  \\.n-  in.-nrrv<l  in  th«-  I 

il;  hut  in  any  stat.-m.-nt  of  finaii  ri  of  such 

.(•mi.!  inMituti.-n.  thnv  umild  be  no  need 

to    <i  Ii     h.turrn     those    properties    which    were 

•al  use  and  those  which  were  not    The 

<«e  of  such  a  statcm.  nt  would  be  to  show  the  realiza- 

••  aim*  of  all  tli.   :  and  the  amount  of  the  claims 

against  it,  and  to  enable  the  shareholders  to  determine 
uh.-th.  r  tht»  balance  available  for  final  distrihution  would 
be  sufficient  to  represent  their  original  investment 

Classification  and  Valuation  of  Capital  Assets.—  It  may 
be  assumed  that  the  only  purpose  of  classification  of  assets 
is  to  enable  investors  and  the  management  to  think  int.-lli- 

y  about  the  business  of  the  corporation  and  a  bo 
financial  condition  as  a  going  concern.     The  object  of  capi- 
talize ing  to  obtain  resources  needed  for  produ 

uae,  it  is  desirable  to  have  these  resources  stated  in  their 

i.-tiv.-  nlation;  to  show  what  obligations  have  been 
inrunv.l  for  capital  and  what  in  due  course  of  <  -urn-nt 
business.  This  will  enable  the  manager  and  th<>  investor 
to  asr.-rtain  h«»\v  th««  rapitnl  funds  have  !>•  I,  ami 

uh.-th.-r  thr  inv.'stm,  nt  has  been  im:  l-'isineas 

purpose  of  acquiring  assets  other  than  capital  being  one 

n 


RAII.Kn.M)   ri NANCE 

of  reali/ation  or  c< >m <Tsinn  into  cash,  it  is  desirable  to  have 
these  resources  stated  at  their  cash  and  estimated  reali/a- 
tion  value,  and  to  state  them  so  that  the  net  results  of 
operation  may  be  ascertained  at  a  glance.  In  estimating 
the  value  of  capital  assets,  the  purpose  is  to  determine  the 
amount  of  the  investment  represented.  The  proper  basis 
for  the  valuation  of  the  things  to  be  continuously  used  for 
productive  purposes  would  be  original  cost  with  adequate 
allowance  for  depreciation;  otherwise,  there  can  be  no 
means  of  determining  whether  the  capital  has  been  wisely 
invested  and  adequately  protected.  As  to  all  assets  other 
than  capital  resources,  it  would  seem  that  they  should  be 
appraised  at  their  realization  value. 

Classification  of  Capital  Liabilities. — Capital  liabilities 
are  those  incurred  in  obtaining  capital  funds  and  property. 
Good  judgment  might  suggest  that  the  corporation 
should  not  enter  into  credit  contracts  for  funds  or 
properties  to  be  continuously  used  for  productive  purposes, 
as  under  such  an  arrangement  embarrassing  demands  for 
payment  may  be  made.  Nevertheless,  failure  or  refusal 
to  regard  such  obligations  as  capital  liabilities  will  not  aid 
the  investor  or  the  management  in  determining  the  real 
financial  condition.  For  this  reason  the  capital  obligations 
or  liabilities  of  a  corporation  are  to  be  considered  under 
four  general  heads:  (1)  capital  shares;  (2)  credit  obliga- 
tions; (3)  lease  contracts;  and  (4)  surplus  appropriated 
for  capital  use. 

Practical  Considerations  in  Original  Capitalization. — 
Among  the  important  considerations  in  original  capitali- 
zation, two  pertain  to  capital  assets  and  two  to  capital  lia- 
bilities. Those  pertaining  to  capital  assets  are  (1)  the 
character  of  capital  resources  which  will  be  needed;  and 
(2)  the  amount  of  funds  which  will  be  required  to  obtain 
those  resources.  Those  pertaining  to  capital  liabilities  are 
(1)  the  future  advantage  or  disadvantage  to  the  corpora- 
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"  one  or  another  kind  of  eoa- 

tract  <>r  oMiiMti'.n  m  ;..-.. .-tiring  the  fund*  or  other  c;. 
resources  required,  assuming  that  a  favorable  inventmcnt 
market  may  be  f  i  the 

>n  tn  sdl  ,,r  exchange  one  or  another  class  of  ob- 
iona— shares,  bonds,  debentures,  abort  term  notes,  etc. 
In  .1  ?•  nmnme;  ill.-  issues  or  obligations  en- 

tered into  in  conaiderationa  aa  to  t li- 

re advantage  t,,  •  .n  have  usually  been  sub- 

i  i<»  the  interests  of  promoters.    The  condition  of 
the  immediate  possibility  of  ;i«-«iumiiu'  funds 
and  "s  and  the  margin  «>f  profit  available  to  pro- 

rs  have  been  the  factors  which  have  only  too  frequ 

one   or   annth<r    -lass   of   securities 
N! I. -nld  be  issued. 

The   Corporation's   Interest   in   the   Choice   of   Cnjntnl 
Issues. — The  form  of  contract  or  obligai 

•1  \\lii--h  is  beat  suited  to  th.-  interests  of  th.-      rpora- 

-   r;i|iital  share.     A  certificate  to  a  si  i  r  is 

an  evidence  of  proprietary  right  to  participate  in  th.-  bene- 

fita  of  the  trust  estate,  the  legal  title  to  \v!  M  l.y  th.- 

eorp-  There  is  no  obligation  upon  the  part  <>f  the 

•n  to  pay  any  amount  at  any  tiiin*.     There  is  no 

'•"iitrihuted  so  long  as  it 

is  needed  by  the  corporation,  and  no  oMijMti.m  «-\vn  to  pay 
dividends  except  as  they  may  be  declared  by  the  board  of 
directors.  The  directors  could  not  return  the  capital  ex- 
Mial  iiMti.-c  ari'l  hy  f..l lowing  legally  prescribed 
procedure  for  the  reduction  of  capital;  they  may  n<»t  de- 
clare divi.l.-nda  except  out  of  unappropriated  surplus 

Advantage  of  Issue  of  Shares. — The  advantage  to  the  cor- 
poration of  this  kind  of  .  is  at  once  apparent.    The 
d  during  which  capital  will  be  needed  is  the  life  of 
the  corporation;  the  obligation  to  the  shareholder  to  return 
his  capital  does  not  mature  until  the  affairs  of  the  corpora- 


RAILROAD  FINANCE 

tion  are  wound  up.  Tin-  ability  of  the  corporation  to  serve 
the  public  depends  upon  the  :!•!.•, pi.-i.-y  and  uninterrupted 
use  of  its  capital — whether  this  be  in  the  form  of  property, 
equipment,  or  working  funds.  The  right  of  the  sliare- 
holder  to  distribution  of  surplus  is  conditioned  upon 
llir  judgment  of  the  directors  as  to  the  capital  needs  of  the 
enrpnnition.  The  immediate  cause  of  financial  difficulties 
of  any  corporation  is  inability  to  meet  contracts  to  pay 
money  when  due;  the  contract  to  pay  the  slum-holder  never 
becomes  due  except  by  act  of  the  directors  of  the  corpora- 
tin  n  its,  If,  and  even  the  directors  may  be  restrained  if  it 
appears  that  such  act  will  lead  to  financial  embarrassment. 

I'n  f erred  Rights  and  Privileges  to  Shareholders. — As  a 
means  of  facilitating  the  obtaining  of  capital,  preferred 
rights  or  privileges  may  be  given  to  shareholders.  In  tin- 
case  of  initial  capitalization,  preferences  may  be  given  (1) 
when  the  promoter  arranges  to  take  his  profits  in  obli- 
gations of  the  corporation;  and  (2)  when  construction  or 
equipment  is  begun  upon  insufficient  capital.  The  promo- 
ter may  arrange  to  have  his  interest  represented  in  common 
shaies,  giving  precedence  to  those  who  contribute  addi- 
tional capital;  the  original  shareholders,  being  unable  or 
unwilling  to  furnish  the  full  amount  of  capital  necessary 
to  complete  the  work  of  construction  and  equipment,  may 
offer  special  inducements  to  others.  Although  there  is  no 
limit  to  the  variety  of  preferments  which  may  be  offered, 
there  may  be  said  to  be  three  general  classes,  (1)  prefer- 
ment as  to  dividend;  (2)  preferment  as  to  return  of  cap- 
ital upon  dissolution;  and  (3)  preferment  as  to  voting 
at  shareholders'  meetings.  To  any  or  all  of  these  classes 
of  shares  there  may  be  granted  in  addition',  certain 
privileges  as  to  the  conversion  of  shares  into  bonds, 
or  BS  to  the  subscription  to  additional  issues  of  shares  or 
convertible  bonds  at  lower  prices  than  are  available  to 
outsiders.  But  notwithstanding  all  the  preferment  which 
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may  be  enjoyed  by  the  shareholder!*,  the  than*  aa  a  form 
of  capital  liability  is  more  deairable  from  the  aland; 

I  welfare  of  the  corporation  than  any  other 
form  of  capital  obligation  which  may  be  leaned  It  may 
not  be  moat  favorable  to  the  im- 

moter;  it  may  not  be  moat  favorable  to  the  interest  of  the 
ahareholdera  themselves;  but  there  can  be  no  quart  ion  a* 
s  advantage  to  the  corpora  t 

Obligation*  to  Creditors. — The  obligationa  and  the 
fermenta  enjoyed  by  bondholders  and  other  creditors  an- 
of  a  quite  different  nature.  lamental  di»- 

!!!!<•!  pn    between    contracts    with     .  -    litoru    and    those 
\\itli  sliai  <  'redit  issues  are  in  the  nature  of  con- 

rial    contracts    for   the    future    pimm-nt   of   money. 
These  contracts  or  righto  to  future  \  t  are  sold  by 

the  corporation  thmutrh  its  agents.  advantage  to 

ion  of  this  in.  thod  of  financing  capital  re- 
<juircraenta  lien  in  the  right  of  the  creditor  to  require  that 
there  shall  be  available  a  sufficient  amount  of  money  to 
meet  each  credit  obligation  wh«-n  due  even  at  the  sacrifice 
of  all  the  assets  of  the  corporation.  This  method  having 
been  once  adopted,  however,  a  certain  element  of  protee- 
is  to  be  found  in  the  length  of  time  agreed  upon  be- 
fore the  funds  contributed  must  be  n  turn.*!  ami  in  the 
conditions  attached  to  the  currvnt  payment  of  interest 

Long  and  Short  Term  Credit  Obligations.— Credit  lia- 
bilities for  ten,  twenty,  or  lift;  sold  or  ex- 
changed for  rapit.il  funds  or  properties,  while  terminable 
and  rv,| uiring  delivery  of  the  promised  amounts  when  due, 
give  the  directors  ample  time  to  arrange  for  refunding— 
the  only  immediate  demands  being  for  int.  rest  payments. 
ilt  upon  this  part  of  the  obligation  usually  causes  the 
prin.-ipal  also  to  fall  due  and  threatens  the  stabilr 
the  v  r  prise.  Large  amounts  of  capital  have  been 
acquired  through  the  issue  of  short  term  notes  and 
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demand  notes.     This  is  n  method   involving  LM-.-IV  dan-rer. 
•i  after  a  corporation  h,-is  acquired  its  physical 
plant.     Tin-  danger  is  still  greater  in  the  case  of  a  cor- 
poration sei-kiiiir  to  provide  I'm-  original  capital  needs. 

Contracts  with  Lessors. — Under  a  lease  contract  one  cor- 
poration may  obtain  tin-  ri^rlit  to  use  the  property  of  an 
other  ;m<l  to  surrender  it  at  tin-  did  of  a  specified  period. 
The  lea.se  may  require  no  payment  of  money  except  cur- 
rent rentals,  <>r  it  may  require  the  prepayment  of  rentals 
for  a  term  of  years.  In  tin-  lirst  case  no  initial  capital 
funds  are  required;  in  the  second  a  large  amount  of  capi- 
tal may  be  required,  but  such  prepaynn  nt  is  in  tin*  nature 
of  an  advance  out  of  capital  which  reduces  instead  of  in- 
creases the  future  need  for  funds  \\ith  which  to  meet  cur- 
rent expenses.  In  any  event,  when  capital  is  linn-owed 
or  leased,  a  smaller  amount  of  capital  funds  is  re«|uin •«! 
than  would  have  been  needed  to  purchase  the  property 
outright.  Aside  from  the  element  of  protection  against 
insolvency,  the  future  advantage  to  the  lessee  corporation 
is  to  be  measured  in  terms  of  the  relation  of  the  current 
rental  charge  to  the  charge  which  would  have  been  made 
for  interest  if  the  corporation  had  obtained  adequate 
funds  for  the  purchase  of  the  property  outright.  A  fur- 
ther advantage  may  accrue  from  the  right  to  use  \ .roper- 
ties  and  operate  or  share  in  the  benefit  of  use  of  the  same 
under  a  franchise  which  gives  a  right  or  facility  which 
might  not  be  enjoyed  otherwise,  as  in  the  case  of  the  rental 
by  a  railroad  corporation  of  terminal  facilities  which  could 
not  be  purchased. 

Appropriations  Out  of  Surplus  for  Capital  Use. — Ap- 
propriations to  capital  out  of  surplus  may  be  made  ordi- 
narily only  by  an  established  concern.  The  only  circum- 
stance in  which  this  method  may  be  employed  in  original 
capitalization  is  when  a  surplus  has  been  created  by  con- 
trihutions  of  shareholders — something  almost  unheard  of 
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in   railroad   finance.     Hut   n<  n  of 

i  l>.    <>rily  an  apparent  atirpluH  in  hin-h  it 

caae.    It  ia  only  by  reaaon  of  the  practice  of  statin^  th«- 

ahart*  liability  at  par  \alu--  that  an  n  'Mit.-d  in 

eiecaa  of  the  aggregate  of  par  value  of  aha  ret  iaaued  ia 

<d  to  surplus  a-  il>u- 

tion  of  Khan-holders  U  inadequate  ami  additional  aharea 

are  iatued  at  a  premiuni,  the  amount  of  tin-  premium  may 

be  appropriated  to  such  uae,  or  !>e  set  aside  an  a 

reserve  for  amortization  or  an  a  sinking  fund.     A 

nppr  i  would  be  a  capital  use  and  on.    to  the  fu- 

mtage  of  the  corporation,  a*  it  can  carry  with  it 

no  ol  repayment  and  may  aerve  to  reduce  other 

obligations   \\hi.-h    mi_'ht    otherwise  financially  erabarnuw 

//.      Mnrk.t    fur    <)r{,)in<il    Sl,,ir,  <.—  Tlir    inarkrt    f-T    tin- 

sharea  issued  by  a  new  railroad  corporation  has  usually 
been  found  in  tin-  mmmunities  desirous  of  obtaining  bet- 
r  additional   transportation  facilities.     This  was  the 
eaae  particularly   in   New  England,  where  many  of  the 
I  roads  were  able  to  dispose  of  sufficient  shares  in 
th'-ir  <>\\!  rovide  for  original  capital  needs 

\\itlmiit   rrs<>  the  issue  of  bonds.     When  the  con- 

tributions <>f  j»ri.  ital  were  found   inadequate,  tli.-y 

were  often  supplemented   l»y  subscriptions  to  shares  by 
local  governments.     In  K<  tancea  it  has  been 

possible  to  dispose  of  subscription  shares  in  the  financial 
markets;  but,  generally  speaking,  the  market  for  shares 
issued  as  a  means  of  providing  initial  capitalization  is 
either  local  or  personal.  Su,-h  a  market  is  best  approa 

:it. -rests  than  those  of  investment. 

'•fore,  while  the  share  is  the  form  of  capital  obliga- 

most  favorable  to  the  interests  of  the  corpora  tion.  it 

is  the  most  difficult   to  issue  in  sufficient   amounts  to  pro- 

:  capital  needs.     It  was  in  recognition  of  this 
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fart    thai    irovrrnment    subedit  s    in    tin-    form    of   siibserip- 
tn  sli;n  Alight  and  obtained.  pai-tirularly  in 

those  parts  of  the  country  where  the  local  supply  of  capi- 
tal was  small. 

The  Market  for  Bonds. — An  issu,.  ,,t'  bonds  is  primarily 
an  appeal  to  tin-  investor.  There  is  practically  no  limit 
to  the  amount  of  capital  which  may  be  obtained  in  this 
manner  if  the  bond  itself  be  made  sufficiently  attractive. 
The  bond  must  appeal  to  the  investor  solely  as  an  invest- 
ment, and  not  as  a  means  of  benefiting  any  local  intnvsts; 
its  security  as  to  both  interest  and  principal  must  be  am- 
ple; it  must  provide  for  a  rate  of  return  equal  to  other 
well  secured,  long  time  credit  contracts;  and  it  must  make 
ample  provision  for  caring  for  the  mortgaged  property  as 
a  trust  in  case  of  default.  In  other  words,  the  features  of 
the  contract  which  make  the  bond  most  attractive  to  in- 
vestors are  those  which  make  it  least  favorable  to  the  in- 
terest of  the  corporation  by  which  it  is  used  as  an  instru- 
ment of  capitalization.  Assuming  a  partial  capitaliza- 
tion by  sales  of  shares  to  individuals  or  to  a  subsidi/ing 
government,  and  assuming  unencumbered  resources  suffi- 
cient to  give  adequate  security,  the  bond  is  the  most  mar- 
ketable of  all  contracts  which  may  be  offered.  At  times 
also,  the  issue  of  bonds  is  most  favorable  to  the  interest  of 
both  the  promoter  and  the  shareholders.  Having  arranged 
for  local  support  in  the  form  of  individual  subscriptions 
to  shares  and  government  subsidies,  and  having  ar- 
ranged with  the  new  corporation  for  the  transfer  of  sub- 
sidies, franchises,  and  rights  for  cash  or  securities,  it  may 
be  to  the  highest  advantage  of  the  promoter  to  have  the 
corporation  sell  as  many  bonds  as  possible,  even  at  a  rea- 
sonable discount.  And  the  shareholders,  also,  may  find  it 
to  their  advantage  to  have  the  corporation  borrow  at  a  low 
rate  of  interest,  and  so  leave  a  larger  margin  of  surplus 
wliieh  may  be  distributed  in  the  form  of  dividends. 
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«/.- 

III       \\ll!  :«»      IN 

desirable,  a*  r  :••»  funds  nut  .  i  -.-. !  i-  l«  ; 

;.    t«.   HM   iM-.-.it.  -t    ..-Ivan- 
It   is  a  tnistal. 

only  I'.TMI  in  \\hi.-h  rapitai  is  obuin  >  th«- 

.it->rs.     A  f  IKS  organ- 

ized to  take  «»v.-r  th«-   .-ir  -mids   an. I    i 

tie  or  sev.-ral    •  •<  In    Mi«-h 

eaae  tli.-  i.«eu  will  !><•  air.  .ul\  in  th<-  form  needed 

tli,.  busininw,   ami   tl><    "Mi irationg  uwued 
be  shares  or  bonds  or  both.    Similarly.  th«- 
•ion  may  arrange  with  contra- -t.irs  t«.  .  \«  hange  its 
-  for  coi:  n  work  and  equipin<'nt.     It  may 

also  obtain  thes«  fics   in   rx<-hange  for  short  term 

.   the  vendors   relying  uj-.n   ih««   at.ility 
I  Company  to  provide  for  payment  out  of  the  pro- 
ceeds of  sales  of  securities  issued  as  sect;  work 
are  <                  1  and  tunird  ov                 ;.<Tati<m.      Pra«-ti.-ally 
.    kind  nf  j.n.p.-rty  and  service  whirh   mi^ht  !>«•  util- 
ireil  by  railroads  for  productive  use  has  been  received 
in  <  \.  hange  for  capital  obligations. 

I  mi  /  <>f  Initial  '  /i  of  Amerii 

roads. — One  of  the  most  significant  facts  in  the  fin.. 
history  of  American  railroads  is  that  in  most  instances 
th.-ir   nriirin;  dization   has  been   insufli<-i«-nt.     This 

has  been  icfly  to  two  causes,  (1)  inability  to  fore- 

see the  rapid  increase  of  the  demand  for  transport 
services  and  consequent  to  provide  for  sufti 

al;  (2)  lack  of  available  investment  capital  in  locali- 
ties most  in  need  of  transportation  facilities.     The  result 

nadequacy  of  cni  has  been  t«« 

\\ith  tin-  i-tVi.-i.-ney  of  management,  and  t«»  invite  insol- 
vency and  consequent  reorganization  upon  a  broader 
financial  basis.  I  «ls  have  escaped  the  difficnl- 
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im-idt'llt     In    capital     Weakness,     and     the     I'nrt  Illiate    "II'    • 

done    so    I iy    constantly    I >u i  1< li JILT    up    their    r&OUTCea 

through   new   issues  of  teeuritie*,    I'avorahle   lease-.   ;md 

appropriations   to  capital   nut    of  surplus. 

/          p/  A<l<litt  -  The  issue  <>!'  nr\v  capi- 

tal  shares  is  a  matter  to  be  decided  l.\  vote  of  the  share- 
holders, hut  in  iii.-iny  slntrs.  |»;irti«-ul;irly  in  tin-  West, 
bonds  ni;iy  In-  is.su. -d  witlmut  tin-  consent  or  even  the 
kun\\l«-«l«re  of  the  sluin-lmldrrs.  New  c;ij»it;il  is  issued  l'<.r 
the  building  of  rxtrusious,  for  tin-  |»tn-ch;is<-  of  ;idditioii;il 
npiiiuin-nt.  i'or  Ix-ttci-iuriits.  ;ind  for  various  other  corpo- 
rate purposes.  Whenever  money  is  plentiful  and  rates  of 
interest  low,  a  railroad  will  usually  attempt  to  is.su<  long 
tenu  bonds.  Sometimes,  in  order  that  the  bonds  may  be 
more  attractive,  they  are  made  convertible  into  shares, 
thus  affording  their  holders  opportunity  to  share  to  the 
fullest  extent  in  the  profits  accruing  from  the  use  of  a 
larger  capital.  The  question  as  to  whether  bond 
shares  shall  be  issued,  therefore,  is  one  which  can  be  de- 
cided only  with  reference  to  all  conditions  affecting  the 
financial  market. 

Privileged  Subscriptions. — When  a  railroad  decides  to 
increase  its  capital,  as  has  been  already  shown,  preference 
is  usually  given  to  the  shareholders  in  the  matter  of  sub- 
scribing for  the  new  shares  or  bonds.  Rights  to  privileged 
subscription  may  be  granted  whether  the  new  securities 
are  convertible  bonds  or  shares.  The  usual  custom  when 
the  shares  of  a  railroad  are  quoted  well  above  par,  is  to 
offer  each  shareholder  the  privilege  of  taking  his  propor- 
tion  of  new  shares  at  par  or  at  a  price  considerably  below 
the  figure  at  which  the  old  shares  are  quoted  upon  the  mar- 
ket. If  any  of  the  shareholders  do  not  care  to  increase 
their  holdings,  they  may  sell  their  "  rights. "  Thus,  in 
either  event,  they  profit  from  the  new  issue.  The  sub- 
scriptions are  in  every  case  payable  in  installments,  and 
it  is  customary  to  pay  interest  upon  the  subscription 
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money  until  th,-  -A i,.,!,-  an, ..urit  w  aaaiaaed,  when  the  new 

aharea  are  placed  in  i  1  account  npon  the  aame 

ug  aa  the  old      I'rivilegea,  by  affording   opportunity 

•  -I  to  create  <-t  for  aharea,  and  to 

M   the  same  ahan-lmld.  rs  in  th.       r|H>ration,  thereby 

ing  stability  and  c<  sm.1 

privileged    rabacripti..n    is    not    n.-w    in    railroad 
finance.     An  early  an  1840  the  N« 

a   it*  floating 

•-red  ahai  privilege  of  aubocribing  at 

leaa  than  mark.-t  pr<  n  of  4000  aharcs 

M    had    been  ston   and    Lowell    in 

1870  to  each  h<>].i. T  «.f  three  aharea  th.-  privilege 

of  taking  at  par  \v  share.     S-  <>aaea 

i     I...    rit.-d.     Th.-    N  in    1906    issued 

«K),000    of    new    aharea,    allowing    sharehn 
•    par.   n.  tin-  anuuint 

•     <»t'    tli  Chicago    and    v- 

Went,  n    in   1907  iaftn  <OO,000  of  new  share  e. 

to  alian-lii'M-  ?    nf    two 

-s.     In  190?  tin-  I'nimi  I \-i.-itic  offered 
$75,000,000     i  nt.     t\\.-nt\  nv.-rtihle 

^ible  among  the  Rtorkholders  at   the  rat 
one    bond    for    each  shares    of   atock     ...    at 

«.f  th.-ir  !ur."  hison  the 

same  yea  shan-liohh-i-s  at    par,  $26,000,000  of 

it     honds  to  an   an 

'  to  tu.-lvr  ;  ii.-ir  lioldinga  of  aharea;  and 

in    1 '.'"!•   this  company  offereil   its  shareholders  th.    ; 
lege  of  anbacribing  nt  an  amount  of  long-term  four 

•  •ent.  com.  rtihlc  bonds  equal  to  twelve  per  ecu 
th.-ir   holdings. 

/i  Note*.— When   funds  cannot   be  obtained 

<  Hiir-MM  Declaration  an.)   Yi. -M  .-f  ^t.>rklinliirr«*  KiphU," 

in    I ' i  i  \  i Ifgitl   SulMcriptiona,"   <J*ar.   Jotir. 

n.    \\\ 
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from  the  sale  of  new  dura  and  bonds,  the  only  alterna- 
tive is  to  borrow  money  in  the  op.  n  market.  As  .it  su.-h 
times  intt'ivst  rates  are  excessive,  tin-  loans  arc  made  for 
•  •illy  a  few  years;  hence  the  term  "short-term  notes. " 
The  issue  of  short-term  notes  may  usually  be  taken  as 
evidence  of  the  fact  that  the  bankers  are  loaded  up  with 
securities  which  have  failed  to  attract  the  investing  pul>- 
lie  As  they  add  to  the  amount  of  floating  debt,  and  as 
floating  debt  is  the  usual  accompaniment  of  insolvency, 
these  notes  have  heretofore  been  regarded  as  indicating  a 
tendency  toward  a  financial  breakdown.  This  they  proved 
to  be  in  1872,  and  again  in  1892,  but  in  1903  they  served 
to  tide  over  a  crisis.  Their  use  is  not  necessarily  equiva- 
lent to  a  confession  of  financial  weakness  in  a  railroad 
its.  If,  but  an  indication  that  capital  has  fallen  tempo- 
rarily behind  the  demand.  In  1903  and  1904  upwards  of 
$200,000,000  of  short-term  notes  were  put  out  by  four- 
teen American  railroads,  at  rates  ranging  from  four  and 
one-half  to  five  per  cent  and  for  terms  ranging  from  ten 
to  fifteen  years.  All  which  have  fallen  due  have  been 
provided  for,  though  receivership  has  not  been  averted 
in  all  cases.  The  first  half  of  1907  saw  a  recurrence  of 
conditions  necessitating  the  payment  of  lii«rh  rates  for 
capital.  In  consequence,  over  $300,000,000  of  short-term 
notes  were  issued,  $60,000,000  of  which  were  put  out  by 
the  Pennsylvania  alone.  These  issues  were  sold  by 
bankers,  who  bought  them  at  prices  ranging  from  ninety- 
seven  to  par.  As  most  of  them  bore  five  per  cent,  interest, 
the  cost  of  the  money  to  the  companies  was  about  seven 
per  cent.  The  Erie,  however,  issued  notes  which  bore 
six  per  cent.  Unlike  all  the  other  issues,  these  notes 
were  discounted  on  an  eight  per  cent,  basis  in  much  the 
same  manner  that  ordinary  commercial  paper  is  dis- 
counted. 

Short-term  notes  may  be  secured  by  collateral,  as  in  the 
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!'  tit.-  I'  ;•  they  may  have  behind 

tip-in   <>n  nig  power  and  credit  of   the  corpo- 

IM    tii*-    I..M.T  case,  they   rank   between 
bonds  and  preferred  share*  aa  claimant*  upon  • 
Moat  notea  are  issued  in  <i« nominations  of  $1000,  but  tin- 
Pennsylvania  notes  1   to  were  iatued  in 

denominate  us  of  $5000,  and  the  New  York,  New  Haven, 
,:ii.i  i    in •!••>.    in    .l.-noininntions    ranging    from 

$5000  to  $50,000.  Many  of  the  notea  of  1907  were  isaned 
•in-  purpose  of  t».\t.-n«iiiiK  those  put  nut  in  1903  and 
1904,  IMI!  urilikf  tin*  notrs  nf  that  JM  riinl  none  were  to 
run  for  more  than  five  years.  A  novel  method  of  short- 
term  borrowing  was  adopted  by  the  Atchiaon  in  1902. 
Instead  of  issuing  notes  of  the  usual  sort,  $30,000,000  of 
five  per  cent,  serial  debentures  were  put  out  in  t 
aeries,  one  of  which  is  to  mature  each  year  to  1915.  Theae 
debentures  are  absolute  obligations  of  the  company  aa  to 
principal  and  interest,  but  they  are  unsecured.  In  issu- 
ing th.-ni.  Imwever,  the  corporation  agreed  that  it  would 
I  mortgage  without  in.-lmlinir  within 
its  terms  all  of  the  debentures  ulm-h  might  In-  outstanding. 


CHAriT.lt  IV 
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'  nstnietiou  ni:iy  he  considered  ;is  Hi. 
building  of  all  the  fixed  properties  iix.-d  by  a  railroad  in 
conducting  tin-  business  of  transportation.  It  pertains. 
therefore,  to  the  roadway  and  structures  as  distinguished 
from  rolling  stock  and  other  equipment.  In  its  fullest 
sense  it  comprehends  grading,  tunneling,  construction  of 
bridges,  trestles  and  culverts;  purchase  and  laying  of 
ties,  rails,  and  otber  parts  of  the  roadway  including  bal- 
last; building  and  equipping  of  stations  and  office  build- 
ings, shops,  and  engine-bouses,  as  well  as  water  front 
structures  and  power  plants.  It  also  includes  engineer- 
ing, supervision,  and  inspection,  and  the  ac(|uirin.LT  <>f  fee 
title  to  lands  and  right  of  way.  Cost  of  construction  may 
be  understood  as  made  up  of  outlays  for  building  opera- 
tions, plus  interest  on  outlays  during  the  construction 
period,  less  deductions  for  salvage  and  for  charges  for 
transportation  during  construction;  in  other  words,  the 
net  expense  to  the  railroad  corporation. 

ConslrurlitiH  l-'in<i  >i<-«l  T/inmyh  SuJrs  of  Shares. — Con- 
struction of  the  early  local  railroads  was  generally  financed 
by  means  of  the  proceeds  of  sales  of  corporate  shares.  It 
was  the  practice  to  begin  with  subscriptions  to  share  capi- 
tal by  persons  interested  in  local  manufacturing  or  com 
mercial  enterprises  or  by  local  investors  who  had  accumu- 
lated savings  or  inherited  small  estates.  These  subscrip- 
tions were  paid  in  cash;  the  shareholders  as  proprietors  of 
the  corporation  thus  held  the  chief  beneficial  interest  in  the 
properties,  and  they  chose  the  directors  from  amon<_r  their 
number  in  much  the  same  manner  as  officers  were  chosen 
at  a  town  meeting.  This  is  particularly  true  of  the  New 
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Kuglan  i  til  of 

s     far     a*     tho     New 

line    >>>     i^»"     ami    the    coat,    amounting    to    $1,386,- 

000,    wan    nut     tin-,  nigh    sales    of    snare*.'  *ton 

.111.1   I...  \\ell   waa  alao  limit  <»ut   of  ih,    pr.M-,-eda  of  ahare 

sales;  and  no  bonds  were  inane.  1  unh.  years 

:he  road.*     I  th«- 

iid  was  built  at  a  cost  of  $700,000, 

or  $100,000  less  th.m  tin-  amount  of  aubacribed  ahare  < 

tal.1    This  was  the  method  common  to  the  railroada  of  the 

Atlantic  seaboard  states  !-'"      Bfen   OM   IVnn- 

aylvania  railroad  waa  bf^nn  with  the   i-l-.i  that  sales  of 

shares  would  provide  all  th<-  Capital  needed,  hut  the  task 

tl   too  great   for   the  available  is  of 

Philadelphia,  and  to  :  ible  delays  the  p 

>!iipany  waa  changed  so  as  to  limit  th*    mortgage 
iiidebtedneas  Mi<>unt  of  the  share  capital. 

Supplementary  Bond  Issues.  —  The  use  of  Bond  issues  as 
a  means  of  raising  capital  f..r  construction  was  usually  th.- 
result  <>t  i:n  Lack  of  engineering  experience, 

indefiniteneas  of  plans,  estimates  based  upon  the  analogy 
of  the  turnpiU.  •;  these  were  some  of  the  most  common 
causes  of  ex!  i  of  funds  before  completion  of  the 

work  of  construction.  Tin  re  arose,  therefore,  the  prob- 
lem of  supplementary  financing.  Sometimes  it  was  pos- 
sible to  obtain  additional  funds  through  the  issuance  of 
new  shares,  hut  win-re  the  local  supply  of  investment  capi- 
tal made  this  impossible,  th.  r.-  was  no  alternative  but  to 
issue  long  time  obligations  secured  by  mortgage  giving  to 
the  new  contributor-  \  m  against  the  corporate 

With  all  the  unforeseen  demands  for  additional  capital, 
however,  the  I...  n.i,,  i  deht  of  the  first  American  railroads 
>  Annual  report,  1875.  >  Annual  report,   1853. 

7Vaw*och<m«,  I,  153. 
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small  indeed.  Before  1850  the  const  met  inn  capital 
«'!'  roads  built  in  New  England  was  almost  wholly  ob- 
tain.,I  from  sales  of  shares.  This  is  clearly  shown  by  their 
annual  reports  to  shareholders.  In  IS  I!)  tin-  I'mvidenec 
and  Worcester  had  outstanding  $424,000  in  bonds  a^  against 
sl.l<56,000  in  share  capital.  Tin-  Delaware,  Laokawaima, 
and  Western  in  1  <>  I  had  a  paid  share  capital  of  $1.!)f>S,(MM) 
and  a  funded  debt  of  only  $900,000;  the  New  Jersey  rail- 
road in  1855  reported  a  debt  of  only  $317,000,  with  a  share 
capital  of  sl.L".i  l.non ;  and  the  Cincinnati,  Hamilton,  and 
Dayton  in  1855  showed  a  similar  condition,  with 
in  bonds  and  $2,100,000  in  shares.  When  in  1848  it  was 
proposed  to  extend  the  Louisa  railroad  into  Richmond, 
only  $40,000  could  be  raised  from  new  subscriptions  t<> 
capital  shares,  and  the  directors  therefore  issued  bonds 
which  they  personally  indorsed.4 

Generally  speaking,  the  disposition  of  the  shareholders 
was  to  keep  the  indebtedness  down  to  a  small  proportion 
of  the  total  capital,  and  so  insure  control.  This  attitude 
was  reflected  in  the  report  of  the  directors  of  the  Michigan 
Central  in  1854,  when  in  discussing  the  necessity  of  pro- 
viding for  the  floating  debt  either  by  an  issue  of  bonds 
or  by  the  sale  of  more  shares  they  said,  "We  prefer  tin- 
last  named  measure,  and  shall  only  resort  to  a  further 
issue  of  bonds  in  case  we  find  it  impossible  to  sell  our 
stock  at  par."  And  the  Boston  and  Providence,  though 
compelled  to  resort  to  an  issue  of  bonds,  gradually  re- 
duced its  debt  until  in  1865  it  amounted  to  only  $21,500. 
<hange  of  Shares  for  Land,  Labor,  and  Materials. — 
In  the  Middle  West  there  was  insufficient  local  capital  in 
a  form  readily  convertible  into  cash.  The  capital  of  th« 
community  was  represented  largely  by  farm  improve- 
ments. The  products  of  the  farm,  the  forest,  and  the 
mine  could  not  be  readily  marketed  and  converted  into 

< "  Hist,  of  the  Chesapeake  and  Ohio/'  8. 
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rash  until  aft.  r  •  «»f  improv.  .1  m.  ih.*!*  of 

transport  It    wait   therefore    impoaaible   to   finance 

>ad  consti  n«  -lion  through  caah  Bubucriptiorts  to  aharea. 

ai    reaort    to 
barter,  or  exchange  of  the  aharea  of  railroad  corap 

land,    labor,   and   material*.    To   obtain    the   money 
needed,  tharea  were  exchanged  for  farm  m-  -rr  •/.-,•.•.• 
other  rr.dit  ..l.liu'ati..n.s  whirh  might  lie  diacounted.    Thu*, 
while   tli*    e.,iistr  :    the  Hellefontaine  and   Indiana 

and  <>f  th.-  Indianapolis  and  M.-ll.-f-.ntain.-  linea  waa 
finan  tin-  moat  part  through  tin-  sal.-  of  capital 

aharea,  subacri|>tioiis  were  paid  larp  1  .    in    Ian-!,   ar 
aome  •  xt.  nt  in  labor  and  materials.*  iknefn  of  this 

practice  ia  at  once  u  It  limit.  -.1  ti..-  a<-tivitiea  of 

the  management,  and  fn-ipn-ntlv  ratified  loaa  to  the  farm- 
era,  with  the  result  that  the  railnuida  were  emharraaaed 
thn.u'jh  hostile  l.-^wlative  and  a.  inn:  'ion 

Share  Capital  j  /ids  for  Rails  and  /-:</</i/>- 

ment.  —  \Vli.-n    promoters  were  able   to   procure  sufl 
local  subseriptions  to  ahare  capital  to  complete  the  road- 
bed, they  had  a  basis  for  ••!•••.  lit    whi.-h  «-naltlr,|  th.-m   to 
dispose  of  bonds  to  provide  t'.-r  th.    rails  and  iM|uipin.-nt 
was   tin-    plan    followed    by   many   railroads   in   the 
i   an-  1    in  th.    Middle  West.*    It  was  a  natural  and 
almost  necessary  method  in  r.'iimmnr  re  local  capi- 

as ina.i  md   where  subsidies  were  not  avail- 

able in  amounts  snf  serve  as  a  guarantee  to  the 

non-reai(l«nt    investor.     The  use  of  bonds  as  a  means  of 
linv.'  i'-  r  original  capitalization  almost  invariably  in 

the  presence  of  outside  eapital. 

Subsidies  as  Collateral  Aids  to  ('  'ion.  —  Subsi- 

played  an  important    part    in    the   t'maneing  of 

const  Before  th.  !.  the  lottery  waa 

veland  and  Powell.  "Railroad  Promotion."  108-201. 
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in  common  us.-  as  a  mc.-ms  of  aiding  enterprises  which 
public  in  their  nature.  I'.iit  after  the  e.,rporation 
had  come  into  common  use  as  an  agency  for  assembling 
capital  and  controlling  large  enterprises,  public  senti- 
ment changed;  and  the  lottery  privilege  was  granted  in 
;iid  of  but  one  or  two  railroad  projects.7  Popular  inter- 
Mi  was  aroused  sufficiently  to  warrant  more  substantial 
aid,  and  when  share  subscriptions  were  inadequate 
when  additional  evidence  of  .support  was  desired  as  a 
means  of  attracting  outside  capital  through  the  sale  of 
Innids,  public  subsidies  in  the  form  of  subscriptions  to 
shares  or  of  iruanmtees  of  bonds  were  granted  by  both 
state  and  local  governments.  There  were  also  publie  and 
private  subsidies  in  the  form  of  donations  of  land  for 
riirht  of  way  and  for  yards  and  station  sites,  not  to  men 
tion  the  larger  grants  of  lands  which  were  to  be  sold  to 
funds  for  construction  work.  Perhaps  tin-  most  im- 
portant factor  in  keeping  the  capital  cost  of  American 
railroads  down  to  a  figure  which  is  low  by  comparison 
with  the  railroads  of  Europe  has  been  the  American  prac- 
tice of  donating  lands  for  right  of  way.  Another  factor 
which  has  contributed  to  lower  capital  cost  in  the  United 
States  has  been  the  power  given  to  railroad  corporations 
to  obtain  rights  of  way  by  eminent  domain,  whereas  in 
England  they  were  compelled  to  obtain  their  land  by 
private  bargaining. 

Bonds  Favored  by  Investors. — Failure  to  build  within 
estimates,  calls  for  assessments  to  put  in  proper  condition 
the  inferior  work-  turned  over  by  contractors,  and  delays 
in  the  payment  of  dividends,  eventually  led  investors  to 
regard  railroad  shares  as  of  uncertain  value,  and  to  put 
their  savins  into  railroad  bonds.  I 'minis,  although  they 
often  proved  to  be  in  excels  of  the  value  of  the  property, 
were  believed  to  be  adequately  secured  not  only  by  the 

Ubid.,  107. 
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mil  li<-lcl  against  the  e*t<it.    but  aim  by 

uhieh  \\oiilil  be  de» 

<  (1   by    tli--   road.     'I  'mil-  <»f  iiiiini   led  to  an 

.. 
aet  fort)  D  1'.  Davia: 

I  way  bonds  bad  much  resemblance  to  government  semrl- 

railways    did     not    appear.     «t     HIM     M.^I,      • 
dependent  effort*  >t    nitlier    on    the 

the    tni'iit.iry    country,    and    tln-lr     ineome    waa 

iroxermiHMit.     Th«-  Investor 

to  railway  booda  atcnii il  t<>  !>•    puitlnK  hi*  faith  not  In  a  Vstider- 

r  lintii'l.  ("it  in  tin-  iiuiiiufii.  turtTH.  fiiriiii'm.  prodticem.  and 
coomuiiera  of  tin-  tributary  t«-rrltory  II|MUI   \\iii-h   tlx>  road*  de- 
pended  for  t!  • 
tuanngeni"  uad  n..t  I..-.-M  :i|.pn-,  i:ii.iy  r.\.-rtr,i.     Tbt  «ii-.i-.tr.iiia  re- 

of  tt)ui|M-tltloii  and  "rate  warn"  yet  been  felt      If  a 

railway  couM  n*>t  |M\  •  st  on   its  bonds,  raten  omiit  IH- 

Increamxl.  and  if  It  couUl  pay  ti  lond*.  It 

by  a  litiK-  ni«»n-  pn^sun-  on  tin-  tri:  rrltory  be  made  to 

pay  aome  interest  even  on  stuck  and  more  IMMHU.     i  value 

of  railways  came  to  be  ilrt.-rn.iu.il  n<>  >*>  of  imiidlnK 

tiu-ni.  I. >;t  l.y  tin-  ;;  bonds  and  stock  that  their  tributary 

ti-rrii  I  carry.1 

Bonds  Sold  at  />  -  G          as  Bonus. — Tin- 

',  ith  \\lii<-li  puhlic  subsidy  l...n«U  ami  bonds  of  the 

railroads  themselves  were  sold,  suggest.  <i  t.>  promoters  the 

possibility    ••!'   l>uil«lin^   .  -nit    of  the   proceeds  of 

bonds,  keeping  the  shares  for  themselves  as  a  source  of 

future  profit    The  share  capital  was  subscribed  as  before, 

in  conformity  with  the  law,  hut  only  a  nominal  cash  pay- 

'    was  made  to  defray   t!  -i^s   of  obtaining  the 

••barter  and  of  forming  the  preliminary  organization.    The 

bonds  were  then  sold  at  ruinous  discounts,  or  exchanged 

at  extravagant  prices  for  construction  work,  services,  and 

rials.    Shares  were  often  given  as  a  bonus  to  facili- 

•  Davis,  107. 
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tate  tin-  placing  of  the  bonds.  In  tin-  end  tin-  promoter! 
had  control  of  the  property,  which  h;ul  cost  them  little 
or  nothing,  and  this  property  \vjis  mort^ap-d  far  in  ex- 
cess  of  its  value.  Their  control  over  the  share  capital 
made  it  possible  for  them  to  declare  unwarranted  divi- 
dmds.  and  thus  to  advance  prices  and  so  afford  th.  in 
I  opportunity  to  unload  at  a  profit.  The  m-xt  logi- 
cal M.  p  r,,r  the  e«  >rporation  was  bankruptcy;  and  in  the 
proc.-ss  of  rror«:ani/ation  the  bonds  were  sealed  down  or 
subjected  to  heavy  assessment.  Such  was  the  common 
course  of  railroad  construction  after  about  1850. 

Land  Bonds.  —  Land  grant  railroads  have  made  every 
effort  to  sell  their  lands  to  provide  funds  for  const  met  ion  ; 
but  sales  have  usually  been  slow  until  after  the  comple- 
tion of  the  road,  and  land  bonds  have  been  frequently 
issued  instead.  Sometimes  the  lands  were  included  with 
th.'  other  property  as  part  of  the  security  for  the  first 
mortgage  bonds,  as  in  the  case  of  the  Mobile  and  Ohio.9 
I'snally.  however,  a  separate  issue  of  securities  was  made. 
Thus  the  Chicago,  St.  Paul,  and  Fond  du  Lac  issued 
s:<.<;<  MM  HIM  ,,f  land  -rrant  bonds,1"  and  the  Toledo,  Wabash, 
and  Western  issued  $450,000  of  "real  estate  "  bonds.11 
The  Illinois  Central  set  aside  the  greater  part  of  its  lands 
as  security  for  the  first  mortgage  bonds,  and  also  reserved 
a  large  acreage  as  security  for  interest.  The  report  for 
1856  shows  that  while  the  company  had  $16,878,000  of 
bonds  outstanding,  only  $3,258,000  had  been  paid  in  on 
its  share  capital.  Receipts  from  the  sales  of  lands  were 
sometimes  mortgaged,  as  in  the  case  of  the  Atchison,  To- 
peka,  and  Santa  Fe,  which  in  1874  issued  "land  income" 
bonds. 

Net  Earnings  Applied  to  Construction.  —  With  the  early 
\.-\v  Knirland  roads,  the  construction  of  which  was  tinanced 


9Amrr.   Kfiilrwl  Jrmr..  XXV,  515. 

10  Annual  report,  1857.  »»  Annual  report,   1856. 
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by  naif*  of  shares,  the  practice  was  to  me  the  net 
inpt  from  op*  «f  th,-  .  ,,iM|.leted  section* 

(lends.     At't.-r  tin-  in-  t  bond  eoostru<-ti..fi.  how- 

ictice  was  changed,  s  on  the 

completed   portions  being  generally  applied  t«.  th.-  prop- 

an   an  offset   to  cost    Many  of  the   roads  st    th- 

y  were  completed  had  a  large  floating  del 
the  form  of  contractors'  l»ilN.  una.ijustr.l  .  !.u".-    ami  era- 
se obliga  '..jM-rly  chargeable  as 
the  cost,  in  mum?  instances  were  met  by  appro- 
!ii   r;in»inur- :   in   «>th.T>    i  ; ruled  by 
1  iasues.    Some  of  the  co'mpanics            ;>ted  to  carry 
them  al«.nur   with. .ut    «li^ 

r  construction  and  the  floating  debt  in- 

AGENCIES  OP  OON8TBUCTION 

Constrm-tinn  IHncHy  by  the  Railroad. — In  some  in- 
stances const n i. -ti-.il  was  carried  on  by  the  railroad  cor- 
lf  as  a  const ru<t ion  -<>!npany;  as  for  example 
tin-  <';mnl.M  ;m<l  Ainhoy.  wliich  n-x-rvrd  tin*  work  upon 
some  of  the  more  ditlirnlt  v-tinns  •>)'  tli--  mad  in  order 
that  th.  \  iniu'lit  be  more  «iui«-kly  completed.11  Generally 
speaking,  howrvn-,  there  was  re»-  cir.-uiii 

stances  have  sometimes  forced  railroads  into  th.-  work  of 
coniit  In  th«-  huihliiiL'  «>f  the  Coal  and  Coke  rail- 

way of  West  Virginia,  because  of  the  failure  of  the  con- 
tractors, it  was  necessary  for  the  company  to  take  over  one 
unfinished  section  of  the  road  and  with  its  own  forces 
to  compl.  ti 

oads  Built  by  Small  Contractors. — The  earli- 
est railroads  wen>  Mult  by  small  contractors,  but  the 
results  of  this  method  w<  unsatisfactory.  As  soon 

a  line  was  •  i  surtiri. -ntly  to  allow  the  opera- 

RegiHtr  of  Pa.,  VII.  861.          >•  Annual  report,  1W6. 
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tion  of  trains,  it  was  surrend.  red  to  the  company,  which 
had  then  to  make  large  additional  expenditures  to  place 
the  property  in  proper  condition.  After  the  completion 
of  construction  work  upon  the  Boston  and  Maine,  the  di- 
rectors  reported:  "Most  of  the  work  on  the  road  Wl 
iirst .  done  by  contract,  and,  of  course,  was  less  perfect  than 
that  done  by  the  company.  A  great  deal  of  the  masonry, 
built  by  contract,  lias  been  rebuilt, — many  whole  brid^ •> 
and  culverts  have  been  built  in  a  much  more  substantial 
and  thorough  manner  than  they  were  at  tirst  ;  and  on 
account  of  the  imperfect  inanner  in  which  the  roadbed 
was  graded  and  dressed,  as  originally  done,  it  has  become 
necessary  to  raise  large  portions  of  it  from  one  to  two 
feet;  giving  it  a  new  dressing  of  gravel  to  protect  it  from 
frost,  and  keep  the  superstructure  in  surface.  .  .  . 
The  ties  .  .  .  used  are  larger  and  better  than  those 
laid  down  generally  when  the  road  was  first  built/'14 

Large  Contractors  and  Construction  Companies. — At  a 
very  early  period,  construction  work  was  let  to  large  con- 
tractors, who  would  engage  to  build  an  entire  line,  sub- 
letting different  sections  to  small  contractors.  Some  of 
these  companies  also  engaged  to  supply  the  equipment. 
In  most  instances  they  received  part  payment  in  securities 
of  the  road,  and  often  in  public  subsidy  bonds.  Contracts 
on  the  New  York  and  Erie  were  let  subject  to  the  provi- 
sion that  part  payment  would  be  made  in  shares  at  the 
market  price.15  In  such  instances  part  of  the  shares  wen- 
carried  in  the  treasury  until  they  were  issued  under  the 
terms  of  construction  contracts.  Contractors  on  the 
South  Western  railroad  of  Georgia  received  two-thirds  of 
their  payment  in  bonds  and  one-third  in  shares  at  par.16 

Contract  Work  Paid  for  in  Securities. — Upon  the  Green- 
ville and  Miami  railroad,  half  of  the  contractors'  bills 

"Annual    report,    1849. 

••port  of  th<-  r'.imnitt.-p  appointed  to  in  ventilate  tin-  New  York 
.      (1842.)  '« Annual   report,   1853. 
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paid  in  ca«h  and  half  in  share*  and  bonds  of 
company."    The  North  Mia*  <>ad  appropriated  for 

payment  for  construction,  aubaidy   bond*  issued  by  the 
atate  of  Missouri,  bonda  of  the  city  and  county  of  St.  Louis, 
and  a  small  amount  of  capital  snares." 
A  peculiar  <  ntract  waa  made  in  1848  by 

the  New   York  and    Kri<«   with    individuals  on   the  *• 
of  the  route  between  Binghamton  and  Corning.     It  pro- 
vided that  these  men  should  build  this  s.-rtimi  of  the  road, 
supplying  all  materials  except  the  rails,  in  return  for 

icates  Recur-  at  section.     This 

agreement  waa  carried  out;  but  bonda  were  subsequently 
issued  in  exchange  for  the  income  certificates.1*  The 
Atlantic  and  Great  Western  made  a  contract  for  the  com- 

n  of  tin-  n  en  Dayton  and  Mansfield,  n 

the  terms  of  \\  h:  st  charges  on  the  bonds  paid  for 

const  :l.l  Iwpin  not  at  the  date  of  their  issue, 

at  the  date  of  the  contractor's  receipts  and  bills  of 
purchase.  P.y  this  arrangement  the  company  insured  itself 
against  the  usual  loss  incurred  through  interest  payments 
•  luring  the  progress  of  construction.*0 

Dependent  or  "Inside"  Construct        <      ipany  — 
With  tli-  n  of  railroads  into  the  undeveloped  por- 

tions of  the  West  and  South,  the  promise  of  adequate 
n  turns  1'n.m  operation  was  not  sufficient  to  make  th«- 
securities  of  th«-  railroad  company  attractive  to  those  to 
whom  ap;  is  made  for  construction  capital.  Promo- 

ters th*n  i<.rc  had  to  share  with   contractors,  grants  of 
govermm  nt  land  and  subsidy  bonds  of  counties  and  mu 
Polities,  or  resort  to  the  organization  of  subsidiary  rail 
road  con.s  •>  panics.    In  consequent  th<>  railroads 

in  those  sections  of  the  conn  been  generally  built 

not  because  t  re  needed,  but  because  promoters  saw 

"  Annual    report,    1853.  it  Annual  rrpnrt,   1849. 

is  Annual  report,  1866. 
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opportunity  for  lar«rr  immediate  profits  liv  Iniildinur  them. 
The  customary  procedure  \\i\s  been  well  descriU •.!  us  fol- 
lows: 

The    railway    builder,    unrod    on    by    the    pooplo    whose   towns. 
rlM,    and    farms    would    bo    benefited    by    in.-r.  .lities 

Of  tr:in«.p"rt:ition.  soon  found,  shrewdly  enough  lliat  he  could 
usually  build  bis  road  from  tbe  bonuses  of  the  future  patrons 
of  tin*  road,  and  tho  proceeds  of  the  bonds  that  eastern  investors, 
eneniiraged  by  glittering  reports  of  the  communities  through 
whieh  It  was  to  pass,  would  invest  in;  then  ho  would  bave  tbe 
Stock  of  the  road  and  tbo  privilege  of  operating  it  for  the  profit 
of  his  venture;  If  the  road  should  be  prosperous,  his  stork  would 
be  valuable;  if  not,  he  could  at  last  contrive  by  some  means  to 
declare  a  dividend  or  two  and  unload  his  stock. 21 

Large  Profits  of  Promoters. — By  strict  interpretation  of 
law  as  announced  in  judicial  decisions,  the  amount  of 
securities  which  may  be  issued  has  been  limited  to  funds 
or  properties  acquired.  Hut  the  freedom  permitted  in 
determining  and  stating  cost  has  left  the  officers  practi- 
cally without  limitation.  The  cost,  as  interpreted  by  those 
in  control,  was  the  amount  of  the  capital  issues.  Except 
for  charter  restrictions  there  was  no  limit  to  the  amount 
of  bonds  and  share  capital  which  promoters  as  directors 
of  a  railroad  company  might  issue  to  themselves  as  pro- 
prietors of  an  inside  construction  company  in  payment  for 
the  road.  Thus  the  par  or  nominal  value  bears  little  or  no 
relation  to  the  actual  cost  of  the  property.  To  Newton 
Booth  we  are  indebted  for  this  description  of  the  manner 
in  which  railroads  were  built: 

For  many  years  it  has  not  been  the  American  fashion  for  the 
owners  of  railroads  to  put  tbeir  own  money  into  their  const  met  ion. 
If  it  had  been  it  would  have  insured  a  more  conservative  and 
businesslike  use  of  that  species  of  property.  Tbe  favorite  plan 
has  been  to  get  grants  of  land,  and  i«.an<  of  credit  from  the 
General  Government;  guarantees  of  interest  from  the  State  gov- 

21  Davis,  198. 
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MI!.*  riptlona  and  donation*  from  coontlea.  citle*  and 
individuals;  ami  HI-.I,  •  «.r  all  tia*.  IKMIM*  all  bond*  that 

on  be  pat  opoa  the  in  <nke  a  cloae  eatimate  m»  to  bow 

tew  the  road  can  be  built  fur  than  the  «utn  of  tneae  aaaeta; 

form  a  ring  .-  MM*  purnoae  of  cooatmrting  the  mad. 

•ho  bonda  thni  :  ownlnc  the  landa,  owning  and 

operating  the  road    until    th<>   iir-i    n.-.rimiie  become*  doe  and 

irrarluuHly  allowing  the  Governim-m  to  pay  principal  and  lotenat 

the  loan  whii.-  "••\.-ry  tu-  in  ttie  road  la  the 

grave  of  a  aiunll  atockl..>M. -r "     Under  tbla  plan  tbe  only  men 
in  tho  community  wbo  are  abaolutelj  certain  not  to  contr 
any  money  are  tnoae  wbo  own  and  control  It  wnen  It  la  flnlabcd. 
Tbe  method  reqolrea  a  certain  kind  of  fenlu*.  political  Innuence, 
and  power  of  mum  and.  furnished  one  dew  to  tbe 

why  railroad*  <>  In  politico."    Tbe  peraonal  profit 

tbla  enterprise  la  not  a  profit  o|mn  mpltnl  Inveated.  bat  tbe  reaalt 

.in  work— admlnUtraUre  talent  tbey  call  It— In  a  particular 
direction," 

Die  of  Privileged  Information  for  Personal  Profit.— Pro- 
moters gained  or  lost  up-.n  th« -ir  ventures  in  railroad  con- 

•i"ii  as  they  were  able  to  unload  their  inflated  s- 
ties  upon  the  public;  but  there  were  many  other  oppor- 
tunities open  to  th-  in  \\hich  seldom  failed  to  bring  a  profit 
th<    land  grants,  whi.-h    tli.'y  sometimes  dis- 
cd  from  all  connection  with  the  other  property  of  the 
road,  and  sold  or  leased.    There  were  also  opportu 
for    large    profits    from    operations    in    real    estate.     As 
individuals,    promoters   would    purchase   sites   for   shops, 
stations,  and  terminals  befor  location  was  pu 

announced,  and  th.  n  turn  the  land  over  to  the  railroad  at 
a  large  advan  •••  in  pri<-*-.  In  the  same  manner  they  would 
sometimes  obtain  town  sites,  and  divert  the  route  of  the 
railroad  to  afford  themselves  opportunity  to  sell  out  to 
settlers.  In  locating  the  line  of  the  Milwaukee  and  Mis- 
sissippi railroad.  I'.ymn  Kilbourn  refused  to  cross  the 

n  Booth,  "The  IMU«  of  tbe  Day;"  speech  at  Sao 
12,   1873:  46. 
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ii.siri    riv.r  at  Newport.   l>ut    ehose   instead   ;i   vacant 

"\\ned   l.y   him   and   hearin«:  his  name,  a   few  milt*  up 

thr   river.      T  Bathing    remains  of  the   town   of   \e\\- 

port,   \\hilr   KillNMirn    has  about   half  tin-  population   which 

Newport   bad  hefmv  the  building  of  tin-  railroad. 

SpcoiJdfin     Ltnnl    Com  In    many    instants    pm- 

iiiotrr.s    have    formed    land    companies    for    tin-    purpo 
carrying   on  their  speculative  operations.     Upon  the   St. 
Joseph  and  Denver  City,  there  was  tin-  Kansas  and   \< 

!^a  Land  company:  and  upon  the  Northern  I'aeifie,  the 
Lake  Superior  and  I'uget  Sound  Land  company  so  sapped 
the  resources  of  the  railroad  company  as  to  contribute  ma- 
terially to  its  downfall  in  1873. 

Type  of  Construction  Company  Contracts. — Examples 
of  construction  company  contracts  could  be  cited  at  great 
length.  The  Logansport,  Crawfordsville.  and  South 
Western  railroad  agreed  with  its  director-contractors  to 
turn  in  all  the  municipal  subsidy  bonds,  capital  shares, 
and  bonds.  About  $1,000,000  was  actually  paid  out  on 
account  of  construction,  and  for  this,  over  $4,000,000  of 
securities  were  i-  The  .Morgan  Improvement  Com- 

pany, made  up  of  directors  and  others  in  the  Gil  man, 
Clinton,  and  Springfield  railroad,  took  the  contract  for 
construction.  Its  actual  expenditure  was  $1,500,000,  but 
the  cost  to  the  railroad  company  was  $2,000,000  in  first 
mortgage  bonds,  $1,400,000  in  shares,  and  $598,000  in 
municipal  subsidy  bonds.24 

The  Iowa  and  Mississippi  River  Construction  company, 
which  was  organized  by  some  of  the  directors- of  the  Chi- 
cago,  Dubuque,  and  Minnesota  railroad,  agreed  to  build 
the  road  for  $25,000  in  railroad  bonds  and  $37,500  in 
shares  per  mile,  together  with  all  the  local  subsidy  bonds. 

MHassler,  "Railroad  Rings,"  10. 

**Sw;iin.  "Economic  Aspects  of  Railroad  Receiverships,"  Economic 
Studies,  III,  93. 
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Tin-  vid.-d  that  if  the  construction  company, 

•hare  «-. 

it    it    WIIM   nimble  to  e,,mpl.-t,-  tt».- 

road,  it  would  In-  n-li.-v.-d  fn.in  all  furth.  r  liability 

railroad  company  would  aer.-pt  tin*  road  in  ;  inhed 

th.-.s.-  s  the  construction  company 

ved  $5,082,500  for  work   whirl,   cost  $4,282,500.     Of 

••r  $800,000,  only  $173,000  could  be  accou 
A  Mini  \vaa  made  \\ith  the  Chicago,  Clin- 

.nd    hul'uoji,-  railroad.       In  this  case  the  conatru-- 
•  agreed  to  Ixiild  ip  the  road  in  return 

for  $25,000  p  n  1  >onda  and  $21,000  in  capital  shares 

Miile,  38,000  acres  of  land,  and  all  donations  and  tax  aid. 
th«-  snj  .  M.I  management  of  th«-  \\ork  and  the 

s  $140,000  of  share  capital,  the  const  ru« 
l»any  was  to  nil  of  tin*  shares  an«l  ; 

of  tli««  rnilnmd.     Fiirth.  i  \i.l.-,l  that  if  tin- 

assets  of  this  company  slmnM   pmv«-   ii^titlici*-nt  to  com- 
plete the  road,  it   would  |>p  n-lirved  from  further  ohliga- 

and  become  entitled  to  the  land  grant  an 
shares  and  bonds.     Under  this  cont  iniles 

u'ted- before  the  assets  of  the  const ru« -ti<.n 
i-oinpany  were  exhausted.  M.-anwIiilr  the  railroad  had 
turn.d  orer  $1,500,000  of  ita  bonds,  worth  $1,350,000.M 
Su.-h  i>r;i.-ii«-iii  were  then  legal  under  the  laws  of  Iowa; 
and  in  consequence  railroad  construction  companies 
!  in  that  st  ania  also  contributed  to 

abuse  by  granting  special  charters — "roving"  char- 
as  they  \\viv  aptly  called — for  companies  which  were 
allowed  to  change  their  name  and  purpose,  and  to  in- 
crease the  amount  of  capital  at  will.  Thus  the  Dom 
Land  company,  organ i/.-d  with  a  subscribed  capital  of 
$100,000,  WBN  Mt'-ly  transformed  into  the  Calif 

and  Texas  Railuay  ( f..n«t  met  i"ti  ...mpany.  with  a  nominal 
*•  Commercial  and  Financial  Chronicl,     \\.    1HM. 


ri\.\\(  1 
eapital    of  $10,000,000        It    then    took    the  e,  mt  ra.-t    l'»r  COn- 

Jinj:  t lie  Texas  and  I  lailroad.     When  this  rail- 

road went  into  a  receiver's  hands  in  1885,  an  investigat- 
ing committee  found  that  the  " wretched  condition"  of 
tin-  property  was  due  to  "inferior  n.nstrurtion  and  in- 

r  i nail-rial  used  by  the  construction  company."  The 
New  Orleans  division  was  reported  to  be  half  the  time  un- 
der water.20 

Wisconsin  Central. — The  Wisconsin  Central,  originally 
the  I'optaLfe,  Winnebago,  and  Superior  railroad,  was  built 
by  a  construction  company  at  the  head  of  which  were  the 
president  and  general  manager  of  the  railroad.  The  direc- 
tors of  the  railroad  company  on  accepting  the  work  were 

d  to  admit  that  it  was  worth  less  than  its  cost.  They 
thought  it  necessary,  however,  to  report: 

Tho  officers  of  the  Construction  Company,  by  the  terms  of  their 
eontraet.  were  to  receive  no  compensation  whatever  except  their 
respective  salaries,  which  were  fixed  In  theip  mntraet.  and 
they  never  have,  to  the  best  of  our  knowledge  and  belief,  received 
in  any  manner  any  profits  or  private  gain  or  advantage,  directly 
<»r  indirectly,  from  their  connection  with  this  work.  They  «>n 
tracted  originally  not  even  to  invest  in  any  way  in  property 
along  the  line  Of  the  road  while  it  was  in  their  rharu'e:  and 
your  Directors  believe  that  they  have  fulfilled  this  agreement  in 
the  most  exact  and  honorable  manner,  both  in  its  letter  and 
spirit** 

Whatever  may  be  the  facts  behind  the  statement,  it  is 
noteworthy  as  indicating  the  general  practice  in  railroad 
construction  at  that  time. 

The  Credit  Mobilier. — Political  scandals  arising  from 
the  construction  of  the  Union  Pacific  have  given  to  the 
operations  of  the  Credit  Mobilier  a  notoriety  unwarranted 
by  their  actnnl  importance.  The  subject  has  been  thor- 
oughly investigated  by  congressional  committees,  and  dis- 

a«ie»i./..    XI. I.  714.  ZT  Annual  report,   1878. 
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i  1     pamplih-ts    and     in    scholarly 

facts  are  th.-r.-t..n-  .-MablUhed.    Prom 
t   Mi.liilii -r  Mhould  be 

regarded  not  as  an  -A.-,  pti-.n.  l>ut  as  a  t  \  p.-  of  th«-  construe- 

s  \\hi.-li  |m\v  built  rncMt  of  th.-  railroad  mile- 

age  in  this  country      Wh.-n-  duM-mi  methods  have  been 

.  MI|.:  •    has  been  to  HI.  .. -ul.tr     ir^unntances, 

il  cases  the  purpose  and  th.-  results  have  been  the  same. 

./I»M/   of   tin    I'nion    Pacific. — Organization   of  the 

ic    railroad    was    effected    i  and    an 

ait. -mpt    was  made  at  <>•  build   the  road.    In  two 

years  $600,000  was  expended   on   const  ru.-ti-.ii.    but    th<* 

amount  •  ii  subscriptions  to  the  shares  was  only 

$218,000.     In  1864  a  < •mnmittee  was  appointed  to  soli<-it 

.  hut  without  r.-sult.    No  men  of  any 

financial  responsibility  were  connected  with  the  work      In 

n  more  attractive  to  capital. 

Tliomaa  C.   Durant.   th.    \i<-e.president  and  active  head, 
to  form  a  roust  ru.-tion  company.  however, 

a  con  r  tin*  const rurt ion  of  one  hundred  miles,  at 

$50,000  p<r  iuili>  payable  in  securities,  waa  awarded  to  a 
•Mummy"   naim-d    Ilo\i.-,   who  was  an  employee  of   tin- 

proposed    that    if    this    contract 

should   bi-  rxtriidrd   to  t  In-  oii.'.li undr.-d t  Ii   uii-ridiaii  or  147 

miles  tu  tin-  w.-st.  In-  would  take,  or  cause  to  be 

taken,  $500,000  of  additional  shares.     Durant  obtained  an 

agreeim  nt   from  llo.xie  providing  that  his  c<»i  'iould 

be  assigned  to  Durant.  ..r  t..  whomever  he  might  designate. 

lien  organized  a  >hip  from  among  the  leading 

holders  of  the  railroad,  and  obtained  a  subscription 

of  $l,600,00(t  Ahirh  twnity -tive  per  cent,  was  paid 

ish.    By  this  nn   •  th.>  gubecribere  were  to 

shart'  in  th>>  profits  of  t  -itra<-t:  but  becoming 

.ilarmed  at  tho  magnitud*    ,,j'  the  task  and  th.-  unli 

nature  of   th.-ir    lial'ilit\.    th.\    did    not   respond   to  the 

«  65 


i;  \ll.Ko.\l)  FINANCE 

second  assessment,     hurant  th--ivup..M  produced  tin-  char- 
ter for  the  Credit   M«.l»ili«-i-.  which  lie  had  already  procured 
such  an  emergency. 

This  charter  was  one  which  had  been  granted  by  Penn- 
sylvania in  1859  for  the  "Pennsylvania  Fiscal  Agency."" 
It  was  essentially  a  thing  to  sell.  for  its  terms  were  so 
•  -lastir  that  they  could  be  applied  to  almost  any  sort  of 
financial  operation.  Most  important  of  all,  it  pn>\i.l«d 
that  the  liability  of  shareholders  should  be  limited  to  lull 
payment  of  their  original  subscription.  Soon  after  this 
transaction,  the  corporate  name  was  changed  to  the 
"Credit  Mobilier  of  America. "2e 

Tlie  members  of  Durant's  const  ruction  company  were 
given  shares  in  the  Credit  Mobilier  to  represent  their 
advances  on  account  of  the  work;  and  the  holders  of  the 
$2,180,000  of  Union  Pacific  shares  were  allowed  the  option 
to  take  Credit  Mobilier  shares  for  the  amounts  they  had 
paid  in,  or  to  sell  their  shares  to  the  Credit  Mobilier  or 
back  to  the  Union  Pacific.  The  shareholders  in  the  two 
companies  thus  became  identical,  though  they  niiirht  hold 
different  amounts.  This  was  in  March,  1865.  At  about 
the  same  time,  New  England  capital  was  attracted,  and 
the  available  resources  thereby  increased  to  $2,500,000. 

Under  this  arrangement  the  Credit  Mobilier  completed 
the  Hoxie  contract  in  October,  1866.  West  of  the  one- 
hundredth  meridian,  work  was  continued  by  the  Credit 
Mobilier  without  reference  to  any  contract  until  1-">s  miles 
had  been  completed  in  this  manner.  Meanwhile,  two  fac- 
tions had  arisen  in  the  Credit  Mobilier.  Durant  and  his 
followers  professed  to  have  little  confidence  in  the  ultimate 
success  of  the  railroad  as  an  investment,  and  they  there- 
fore proposed  to  derive  all  possible  profits  from  its  con- 
struction. The  other  party,  at  the  head  of  which  was 

ML.  I860,  appx.,  no.  715. 
1864.  no 
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Oakea  Ames,  wan  made  up  of  New  Kngland  capita  lint*  who 

.<!    tli.-    l.mMiiiK   of   a   Hiibntantiiil    roinl.    l.ut    bad 

DO  coi!i|.iiri.-ii..r:-  uu  all   pmtitS  OOttlisti'fit    \\illi 

niment  of  tl  Ihirant  was  ousted  : 

the  president    ..r  th.-   n-.-.ht    M.-hiii.  r.  hut  he  was  able 
office    aa    vice-preaitl<  nt    ..t     th,     I 
liecame  president  of  tin    < 

M<>!  .1   Amea  waa  elected  head   of  the   railroad 

company.    Durant's  influence  waa  still  immYi. ntlv  strong, 
however,  to  pn-vmt  furt!  i.i.-ts  \\ith  (he  Credit  Mo- 

bflier. 

ted  by  which  a  contract 

waa  taken  by  Ames,  who  agreed  to  assign  it  to  seven  trus- 
tees i  we  who  at  that  time  were  share- 
holders in  the  Cn  .lit  M..l,ili, -r.     Tlii-  t  was  for  667 
miles  of  road  west  of  the  on.  imiHitvdtii  im-ri<lian,  thus 
inrlu.lintf  tin-  mileage  which  had  nstructed 
Mi. I. ili. •!•  in  excess  of  that  which  had  been 
in.-lud.Ml    in    a    «-"iitract     In   onl  D    the 
tl    "T    the   Ames  contract,    the   shareholders   of   tin- 
Credit     Mnl.il in-    were    required    to    execute    irrevocable 
istees,  empowering  them  to  vote  upon  at 
least  six-truths   ..r   all    Union  Pacific  share  capital.    To 
make  the  contract  of  the  trustees  absol 
consent  of  every  shareholder  of  the  Union  Pacific  was  also 
i      A:    r    this    " tri-partite    agreement"    became 
in  October,  1867,  the  Credit  Mobilier  as  a  corpo- 
n  had  no  further  relation  with  the  construction  of 
th.    railroad. 

IH  istees,  among  whom  were 

Ames,  Durant,  and  the  other  leading  shareholders  in  both 
•allies,  the  work  was  completed.  When  the  Ames 
act  expired,  an<  illar  in  terms  was  made  for 

th.   r.  maim  ML'  !:.'.*>  miles,  and  assigned  in  the  same  manner, 
.rh  it  was  not  made  directly  with  Ames. 
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As  the  work   pn^ivssrd   the   I'nion  Parilir   turned  n\.  r. 
first  to  the  Credit  Mohilirr  mid   ;iHrrwm-ds   to   tin-   trus- 
tees, the  subsidy  bonds  of  ihr  1'nited  States  and  the  srniri- 
of   the    railroad.     The    rhart.r    provided    that   shares 
should  be  sold  only  for  cash,  and  that  neither  .shares  nor 

l»onds    should    l>e    sold     |M-|O\V    par.      Little    rash     was    ever 

paid  in,  however.  The  Union  Pacific  would  give  its 
ehe.-k  in  payment  for  .-..nsiniclion.  and  the  same  rhe.-k 
would  be  immediately  returned  in  payment  for  shares. 
This  was  considered  a  "cash"  transaction,  and  as  such 
was  entered  upon  the  books  of  account.  The  shares  were 
then  sold  for  as  low  as  thirty  cents  on  the  dollar,  mid  the 
proceeds  applied  to  further  construction.  The  surplus  of 
securities  and  money  was  divided  among  the  shareholders 
of  the  Credit  Mobilier. 

At  the  time  when  the  contest  for  control  of  the  Cm  lit 
Mohilirr  \\ns  at  its  height,  one  of  the  Durant  faction 
wrote  an  informing  letter  to  a  member  of  congress  whose 
reputation  was  such  as  to  give  him  the  name  of  "watch 
dog  of  the  treasury."  This  was  mailed,  and  Ames  noti- 
fied. An  agreement  was  immediately  effected,  and  the 
letter  was  recovered  from  the  mails.  This  incident 
brought  to  the  minds  of  all  concerned,  a  realization  of  the 
fact  that  a  congressional  investigation  would  expose  the 
methods  by  which  the  law  was  being  evaded,  and  result  in 
shutting  off  the  subsidy  payments,  and  thus  ruin  the  whole 
enterprise.  The  parties  were  therefore  forced  to  agree 
upon  a  course  of  action.  To  Ames,  who  represented  a 
Massachusetts  district  in  congress,  was  given  a  number  of 
Credit  Mobilier  shares  to  place  at  par  among  the  in- 
fluential members  of  congress  in  order  that  they  might 
have  a  more  active  interest  in  the  support  of  the  venture. 
Already  bills  had  been  introduced  which  threatened  to 
regulate  the  charges  upon  the  road,  and  it  was  with  the 
idea  of  protecting  the  undertaking  from  what  he  consid- 
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confiscat  u?ks,  rat  >n  beneficial 

legislation,  that    Ames  *<•(  out   to  place  the  shares  where 
ild  "do  most  good/'  as  he  expl  n  a  letter 

n  at  the  time.    "We  want  more  friends  in  this  Con- 
gress," he  said,  "and  if  a  man  will  look  int..  the  law  (and 

them  tn  do  it   unless  they  have  an  in- 
terest to  do  so)  he  can  n  being  convinced  that  we 
d    not    be   interfered    \\\' 

14  expresses  very  clearly  the  attitude  of  Ames  in  the 
matter.     It  seems  that  he  had  no  intent  ion  of  bribing  any- 

the  shares  were  to  be  paid  for  in  cav 
dividends        He  employed  none  of  the  methods  which  are 
Miary   in  •  -,  .ndu.-t in-j  bribing  operations.     The  charac- 

•  1  \\hich  ultimately  brought  its  users 
into  disrepute  \\as  failure  to  recognize  that  one  party  to 
the  transaction  u  as  a  trustee  for  the  publie  ;  a  trustee  u  ho 

:  *   had  not  been  held  very  strictly  to  account,  but 

one    on    whom    increasing    demands    were    being    made. 

Ames'  expulsion  tn>rn  congress  has  singled  him  out  for  a 

larger  share  of  popular  condemnation  than  was  his  deserts, 

but  the  attiti  i  his  associates  toward  public 

ils  was  one  which  had  been  winked  ;,t  a-nd  condoned 

decades  by  a   public   that   now  demanded  a  sacrifice. 

much  may  be  said  in  his  favor,  as  the  man  to 

•  •ess  of  the  great  task  is  mainly  due; 
the  sober  judgment  of  the  people  was  then  and  since  that 

has  been  in  full  accord  with  the  opinion  expressed 
l-\    the  late  Sena:  r,  who  said: 

II     and  his  associate*  in  the  Tnlon  Pacific  railroad  seemed  in 
tills  matter  t..  .   destitute  ,,f  nny  tense  of  public  doty  or 

comprehension  of  t!  |.ui-|-'s«-s  of  Congress.    They  teemed 

••tit    It   88    a    pun-!  transaction,   out    of    which    they 

k-ei   :ill   the  ..iilil.  without  any  obligation  to 

..lit     the  ly    do 

BO  without  being  detected.    They  seemed  to  hare  thought  that 
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the  solo  owners  of  the   I'nion   Pncifie  r:iilro:id  :n 
the  Credit  Mobllier  eori>or:ition.  and  th:it  tin-  tr;in<:i.  ti.m  l>«  i 
the  two  concerned  themselves  only   and   not   tin-   pubis. 
The   managers    of   the    Union    1'  !n>.i.l     .     .     .     n  . 

contract  with  the  Credit  Mohilicr  Company  to  construct  the 
at  a  price  which  would  exhaust  nil  the  resources  of  the  road,  in- 
cluding the  proceeds  of  the  bonds  of  all  kinds,  and  divided  the 
proceeds  among  themselves  as  dividends  on  the  stock  of  tli»>  « 
Mobil1.  |    left   the   Tni  railroad  to   be-in   IM> 

mortgaged  to  its  full  value  without  any  resonm  .ition. 

and  utterly  stripped  of  the  nmpl*  endowment  which  the  bounty 
of  the  Government  had  provided  for  it»° 

Construction  of  the  California  Line*. — The  profits  from 
the   construction   of   the    Union   Pacific   were    distributed 
among  all  who  held  shares  in  the  enterprise;  in  th. 
of   the   Central    Pacific   they   were    diverted    to   an    inside 
group  composed  of  Collis  P.  Huntington.  Leland  Stan 
Mark  Hopkins,  and  Diaries  Crocker.     AVith  the  ex.-eption 
of  the  first  section  of  thirty-one  miles  east  of  Sacramento, 
which  was  built  by  small  contractors,  the  work  as  far  as 
the  Nevada  line  was  performed  under  contracts  given  to 
"C.  Crocker  and  compa:  rocker  resigned  from  the 

railroad  directorate  to  take  these  contracts,  and  his  place 
was  filled  by  his  brother.  It  has  been  claimed  that  he 
had  no  partners  in  this  undertaking,  but  there  is  good 
reason  to  believe  from  the  evidence  that  at  all  times  the 
four  principals  were  equally  interested  in  the  results  of 
the  contracts;  that  the  sole  proprietorship  was  a  fiction 
more  or  less  carefully  guarded  to  avoid  successful  attack 
in  the  courts  of  law,  but  nevertheless  a  fiction.  AY  hen  the 
"Contract  and  Finance  company'*  was  organized  to  take 
up  the  work  across  Nevada  and  eastward  to  a  junction 
with  the  Union  Pacific,  the  resources  of  C.  Crocker  and 
company  were  turned  over  for  the  benefit  of  the  new  com- 
pany. The  Contract  and  Finance  company  also  built 

"Hoar,  "Autobiography,"  I,  315,  320. 
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part*  Weatern  Pacific  railroad  and  of  the  California 

waa  dwaolved  io  1874,  and  it*  a«eU  were 

uembera.    An  a  neeeasary  preeao- 

against  -ion  or  attack,  ita  books 

ward*  destroyed    The  "Western  Development 
pany"  was  next  organized  to  build  part*  of  the  < 

M  Southern  Pacific.    It  was  followed 

lie  "Pacific  Improvement  compa  Thia  company 

not  only  took  large  construction  contracts,  but  it  also  held 
valuable  property  which  waa  necessary  for  the  proper 
operation  >  f  the  railroad.  It  owned  the  bridge  over  the 

,i.l>.  river  at  Yuma,  the  great  ferryboat  which  took 
of  a  bridge  across  the  strait  of  Carquinez,  station 
buildings  at  Los  Angeles  and  Sacramento,  coal  mines  in 
Washington  and  Mexico,  piers  at  Santa  Monica  and  San 
Pedro,  and  water  front  lands  at  Berkeley  and  Oakland. 
It  also  control!. -d  the  Pacific  Mail  Steamship  company,  and 
the  street  railroads  in  San  Francisco  and  Oakland,  and  it 
owned  steamers  operating  upon  the  Sacramento  river  and 
San  Francisco  bay.  Through  this  company — which  is  still 
in  existence,  ti>niig<>  possessed  of  little  of  this  property — 
the  railroad  was  made  to  contribute  generously  to  the  pri- 
vate fortunes  of  the  men  who  held  control.'1 

System  Responsible  for  Inferior  Work  and  Over-con* 
-•»  long  as  an  inside  company  was  charged 
with  t)j«-  work,  there  was  small  chance  of  reaching  a  high 
standard  of  construction.  The  motive  was  profit  and  not 
efficiency.  This  resulted  in  loss  to  the  shareholders  through 
the  diversion  of  earnings  for  immediate  reconstruction  of 
the  road.  The  greatest  public  evil  resulting  from  the  sys- 
tem, however,  was  undoubtedly  the  building  of  mileage  in 
excess  of  the  needs  of  the  country,  and  often  in  sections 
where  there  was  little  prospect  of  there  ever  being  a  paying 
traffic.  Such  a  misapplication  of  capital  had  its 

"  Pacific  Railway  Commiwioa,  Report, 
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among:  causes  of  the  several  linanrial   panies  that   followed. 

As     in     other     r;isrs     where      1  lie     !T<  |  II  i  ITlllcIl  t  S     of     l)Usill('S.S 

morality  and  public  welfare  have  been  openly  violated  by 
common  consent  f«»r  tin-  accomplishment  of  a  temporary 
useful  purpose,  the  immediate  end  having  heen  accom- 
plished, the  vicious  aspects  of  the  method  of  necessity  dis- 
appear. The  acts  of  SOUK-  hapless  individual  may  In-  made 
the  text  for  a  eamp;iii:n  <>!'  popular  education  which  makes 
impossible  a  return  to  previous  practice,  but  the  adjust- 
ment once  made  comes  to  stay. 

Notwithstanding  the  unnecessary  mileage  which  has 
been  built  in  certain  sections,  the  country  has  continued 
to  call  for  additional  transportation  facilities.  Construc- 
tion companies  are  still  organized  for  the  purpose,  but 
their  affairs  are  conducted  in  a  manner  to  make  them  the 
subject  of  less  adverse  criticism. 

CONSTRUCTION  OF  EXTENSIONS 

Railroads  Usually  Built  in  Sections. — Few  railroads  of 
any  considerable  mileage  have  been  constructed  by  a  single 
corporation.  For  this  fact  several  causes  are  responsible. 
The  earliest  lines  were  designed  for  local  needs,  and  the 
first  trunk  lines  were  merely  consolidations  of  a  number  of 
local  segments  for  the  accommodation  of  through  business. 
The  security  attaching  to  the  bonds  of  these  early  roads 
was  never  of  the  best,  and  in  order  that  it  might  be  made 
as  strong  as  possible,  a  provision  was  usually  inserted  in 
the  mortgage  which  would  automatically  extend  the  lien 
to  any  property  thereafter  acquired.  For  this  reason, 
when  a  company  having  such  bonds  wished  to  extend  its 
mileage,  it  found  itself  able  to  raise  funds  only  through 
the  sale  of  second  mortgage  bonds  or  capital  shares.  As 
neither  was  in  great  demand,  it  was  necessary  in  some  way 
to  evade  the  restriction  of  the  first  mortgage.  This  could 
be  best  done  by  forming  a  separate  corporation,  the  bonds 
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of  whieh    M.iL'ht    be   h.  y  a   first    lien    ii|...ii    tin-    addi 

tional    mileage      hid- 

of  tli.-  aft. r  .."-inii.  •!  ise.  it  ha*  been  generally 

1  to  be  poor  or  a  mil  mad  t<>  build  long  ezteo- 

und.-v-  .•  !i.-n  by  meami  of  a  atib- 

-.in- -ii  it  can  ad  r&e  sums  toward  the 

:  tnili-agc  uithoiit  «-ii 

it      With    !  -rit   of  tin-  com- 

pany, mi<  h  I...II.IM  may  be  made  acceptable  to  inventors. 

•lorsemcnt  of  nt  Company. — In  d- 

ence  to  popular  h..stiin\  t.. \\.-ird  lar(?e  cot  EM,  it  was 

the  original  i  irwylvania  railroad  to  confine 

:h«-  st. -it.-  of  I1- nn.sylv.-inia,  and  to  reach  Weatern 
traffic  by  assisting  in  the  con  n  of  connecting  tin*  ^ 

!"r  th«-  nj?e  of  traffic.     Tims  the 

lViius\lv;mia.  tin-  Ohio  and   Indiana,  the 
Wayne  and  Chicago,  tin  and  <  'in. -inn;iti.  and  the 

•••nvill.'   au.l    Indiana   w.-iv  aid.  d   thrmiL'h   large  share 
subscript  ions,    and    th.-    I'liila.l.-lj.liia    an  and    the 

Grand  Rapids  and  Indiana,  by  the  mdnrsement  of  bonds. 
In  addition  to  it«  endorsement,  the  Pennsylvania  took 
$3,800,000,  or  over  thrv«--l'.»iirths  «.f  th.-  mtire  issue,  of  the 
Philadelphia  and  I'.rie  bonds,  and  thus  providcnl  funds  for 
the  construetii'ii  .-t'  the  road.  Other  lines  t'..ll..\\rd  a  simi- 
lar practice;  the  Haiti  more  and  Ohio  subscribed  $1,000,000 
to  the  bonds  of  the  Pittsburgh  and  Connellsville,  and  the 
New  York,  Lake  Erie,  and  Western  advanced  large  sums 
to  aid  the  construction  of  the  Chicago  and  Atlan 

Co!  xf    Bonds. — Collateral    trust    bonds   hare 

served  as  an  eftV  in  the  finan- 

branches;  for  after  the  seeurities  of  the  subsidiary  lines 

have  been  received  in  exchange  for  const ru<ti-.n  advances, 

may  be  deposited  as  security  for  an  issue  of  .  -llateral 

it  id  the  sums  advanced  thus  restored  t 
treasury.    This  practice  has  been  followed  by  the  Illinois 
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Central.     Such  bonds  have  ,-dso  !  ;,.,l  directly  in  ex 

chanire  I'm-  tin-  securities  of  extension  lines.  Tin-  Chicago, 
Rock  Island,  and  I'acilie  in  this  manner  financed  the  con- 
strueiinn  ,.f  tin-  \Vis.-,,iisin.  .Minnesota,  and  I'acifie.  the  Chi- 
cago, Kansas,  and  Nebraska,  and  the  St.  Joseph  and  Iowa. 
-.is  method,  which  has  also  been  adopted  by  the  Union 
ie.  the  Atehison,  and  other  representative  railroads, 
the  treasury  of  the  parent  company  is  protected,  for  tin- 
cash  payments  arc  limited  to  the  amount  requiivd  I'm-  in- 
terest upon  the  bonds.  Whichever  plan  is  followed,  the 
necessary  funds  may  be  raised  more  readily  because  of  the 
desire  of  the  investor  to  own  a  security,  whatever  its  na- 
ture. f,,r  which  an  established  company  is  responsible. 

Modern  Construction  Methods  Illustrated. — The  Chicago 
and  North  Western  is  a  type  of  railroad  system  which 
has  been  to  a  large  extent  built  up  by  means  of  subsidiary 
companies.  Whenever  an  extension  has  been  completed 
by  one  of  these  companies  according  to  the  terms  of  the 
lease  which  is  entered  into  before  the  beginning  of  construc- 
tion, the  parent  company  has  furnished  the  equipment  and 
operated  the  new  lines  subject  to  the  provisions  of  that 
agreement.  When  the  Chicago,  Burlington,  and  Qniney 
readied  the  AIi»i.ssippi  river,  its  directors  were  unwilling 
to  assume  the  risk  of  building  into  Iowa.  They  decided, 
therefore,  to  form  a  new  company,  to  the  shares  of  which 
the  shareholders  of  the  parent  company  would  be  asked  to 
subscribe.  The  Burlington  and  Missouri  River  railroad 
was  accordingly  organized  with  practically  the  same  board 
of  directors,  and  with  many  of  the  old  shareholders.  An 
agreement  was  entered  into  with  this  company,  providing 
that  the  Chicago,  Burlington,  and  Quincy  should  set  apart 
halt'  of  the  gross  earnings  on  exchanged  traffic  as  a  fund 
for  the  purchase  of  securities  of  the  new  company.  This 
resulted  in  transfer  ring  the  title  from  the  Chicago,  Bur- 
lington, and  Quincy  shareholders  to  the  corporation  itself. 
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Meanwhile  the  new  road  wan  operated  und.-r  a  lease.  Sim- 
ilar  methods  were  adopt..!  m  th.  ron*tru  •!»••  Hur 

.11  and   Missouri    K'l  1  tin- 

.«••,  HIM  th  We*t- 

nd  tin-  liuriiM'_'!..M  have  generally  built 
aiona  \\ith--ut  \\.  n  of  coi.  -i  •  •• 'in  panics, 

and  pn.vid.-d  r;i:  f  contra- 

<»f  the  proceeda  of  bond-.  It  is  tin-  s.-ttl.-d  |*.h.-y  .,f  th«« 
Great  Northern  t«»  build  .\  tensions  upon  the  credit  of  tho 
completed  portions  of  the  road.  Advance*  are  made  to  an 

surplus  or  from  a  fund  ob- 

1  l.y  s.-llinu'  Great  North.-™  shares  at  par.    Upon  th.- 
romp  •'  the  now  line,  its  shares  ar 

tin  Great  Northern  at  par  in  p.-iyin.-nt  of  th.-  original  loan. 
Thus  ill.-  Hr.-at  v  s  owner  of  the  rood,  tin- 

share    ca  i     \vhi.h    represents    its    eo-  At 

chisou.  I  •  i  ka,  and  Santa  F6  began  as  a  short  line  between 
two  towns  in  Kansas.  The  system  is  now  an  aggregation  of 
lines  Imilt  by  separate  corporate  organizations,  but  con- 
tn.ll.-.l  by  owners  of  shares  repn^  advances  for  eon- 

strurtinii.  Many  of  these  subsidiary  lines  are  nominally 
leased,  the  rental  usually  amounting  to  t  .-st  upon 

the  bonds.    The  company  reaches  the  Pacific  coast  <»• 
succession  of  lines,  some  of  which  were  first  organized  by 
local  capitalists  so  that  the  identity  of  the  controlling  i  - 
need  be  disclosed  only  after  a  firm  position  had  been  estab- 

Tke  Western  Pacific. — The  Western  !'a<  iti«-  railway  is  a 

subsidiary    lin<    ,,f   th.     I  md   Rio   Grande  system. 

|.mvi.l.-  th.-  <i-.iil»l  lin.-s  with  an  outlet  to  t)i«- 

ic  coast    To  provide  for  its  con  -i  tin*  I> 

and  Ki«>  (Jr,-.-  f  and  with  th.-  Kin  Grande  Western, 

issue  of  $50,000,000  first  mortgage  bonds 

— which  were  uud.-ru  ritt.-n  at  niin-ty     r.-.-.-iving  as  a  bonus 

an  equal  amount  of  shares,  which  amounted  to  two-thirds 
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of    the    |i,t;il.        |f   the    proceeds    uf    tiles.-    Imn.N    should    pFOVC 

i.-icnt  to  construct  the  railroad  and  necessary  ter- 
minals and  to  purchase  at  least  $3,000,000  worth  of  equip- 
ment. th.  Kin  Grande  Western  agreed  to  make  up  the  de- 
ti.  it,  taking  in  .  xchange  for  its  advances  second  nn.t  t^i..:, 
bonds,  of  which  $25,000,000  were  issued.  As  interior 
bonds  could  not  he  sold.  an  issue  of  '.(HK)  of  short 

t«'nii  notes  was  made  in  1908.  Until  the  completion  of  the 
main  line,  interest  amounting  t.  was  charged 

to  construction,  hut  with  the  he^jnnin^  of  oj>cr;itions  tin- 
Denver  and  Rio  Grande  guaranteed  the  interest  payments 
under  the  tirst  mort«:a«:e.  The  Rio  Grande  Western  1ms 
sin.-.-  hrrn  merged  in  the  Denver  ;md  Hio  Grande. 

As  was  tin-  case  with  the  Atdiison.  the  Western  1'acitic 
\\.is  compelled  to  conduct  its  preliminary  negotiations  in 
California  through  local  capitalists.  The  first  step  was  the 
organixation  of  the  Stockton  and  Beckwourth  Pass  and  the 
Sacramento  and  Oakland  railroads,  and  the  San  Fran.-ixeo 
Terminal  Railway  and  Ferry  company  in  1903.  It  was 
not  until  1905  that  the  Western  Pacific  took  over  these 
companies,  and  disclosed  the  forces  interested  in  the  under- 
taking. 

The  St.  Paul  Extension.  —  In  the  financing  of  the  Chi- 
cago, Milwaukee,  and  St.  Paul  extension  to  the  Pacific 
coast,  entirely  different  methods  were  employed.  In  1906 
the  company  offered  its  shareholders  the  privilege  of  sub- 
scribing at  par  to  $100,000,000  of  new  shares,  the  final  in- 
stallment on  which  became  due  in  March,  1909.  Out  of 
the  capital  obtained  in  this  manner,  it  was  estimated  that 
the  line  could  be  built  and  equipped,  and  construction  ad- 
vances out  of  earnings  returned  to  the  treasury.  Interest 
was  paid  upon  installments  toward  the  purchase  of  the  new 
shares  and  included  as  a  part  of  the  cost  of  construction. 
With  the  payment  of  the  final  installment  the  new  shares 
were  put  upon  a  dividend  basis,  hut  hy  that  time  the  line 
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lu-arlx    n-ad\    l'..r   "I-  r.ihMii       My   thin  mHh<xl   th 
nhar«-h  I  <t  nffninKt  immediate  UNW  fromre- 

ulsoccsM  k  of  oooitnietkm. 

In  Ma\.  1  .....   ...  mortgage  was  filed  to  secure  an  authorited 

*  100,000,000  of  bonds,  a  ii'  I  in  June  of  that  year 
•00,000    Q  .•.-MI     .lrlM.niiir.-H.    ,,r    hah 

-ithorized,  were  imu*  hraneh 

and  As  has  been  the  general  eii.st..m.  construc- 

tion wm  ugh  subsidiary  companies.    Thus 

the  IM  SrHtili-  was  effected  by  means  of  the  Co- 

;.!..!  I'M-.  -t  s,,iiii.i  railroad;  and  in  Idaho,  Montana, 
South  Dakota  u.  r<  <  hartored  corporations  bearing  the 
name   of  the   parent   company.    The   extension   is   now 
n  as  the  Chicago,  Milwaukee,  and  I'uget  Sound  rail- 
way. 

CONSTRUCTION  OF  SPECIAL  STRUCTURE 

Bridges.  —  Whil.-  th«-  cnurts  HMV.-  h.-ld  that  a  bridge  be- 
comes  a  fixture  of  a  railroad,  and  tl 

I--  MV  <>annot  be  held  valid  as  against 

general  mortgagees,"  there  has  been  no  attempt  t<>  «  hallenge 

th«    h.  ii  ..t  th.   holders  of  bonds  issued  by  a  railroad  com- 

and  secur.  «1  upnn  a  l»ri«Ii:«-  I'nilt  <>ut  <>t'  the  proceeds 

;>e  loan.     Thus  th.-   Int.  -mat:  1  Great  Northern 

railroad  in  1880  issued  $225,000  <•  ear  bonds  to  pro- 

vide for  a  bridge  over  the  Colored  ustin. 

These  bonds  are  subject  to  a  sinkim:  fund  provision  re- 

•  inirin^  that  $2000  shall  be  applied  annually  t<>  the  pur- 

chase <»f  the  bonds  at  11".  if  t  -rulK  are  not  obtainable  at 

to  he  invested  in  <»ther  first  mort- 

gage bonds  to  yield  four  per  .-.-nt      Similar  bonds  were 

issued  by  the  Newport  and   Cim-innnti   Bridge  company 

the  bridge  over  the  Ohio   river  between   th«-  above 

A  more  common  p-  it  bonds  through 


.-••  IV.rtrr  v.    Pittal.urtfh    lU-s^-m.-r  St.vl   C,.inp.ui\.    !JJ   t      S.  J»,7. 
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the  medium  of  a  subsidiary  liridL'e  company.     Such  Imnds 
.sii.-illy    jrnaranleed    by    tin-    railroad    eompany    ami    re- 
de, med    through   a    sinking   i'lind.      Tin-   St.    Louis   an. I    San 
Fran  :lr..,-id  in  this  manner  provided   !'«>r  tin-  hridirc 

the  Mixxj.xsjppj  river  at  Memphis  through  tin-  Kansas 
City  and  Memphis  I\ail\\ay  and  Urid^e  company;  the 
l.mii.sville  and  Nashville  railroad,  for  a  bridge  over  the 
Ohio,  through  the  Henderson  Bridge  and  Railroad  com- 
pany; and  the  Missouri.  Kansas,  and  Tezai  for  a  bridge 
the  Missouri  river,  throii'_rh  the  Uoonville  Bridge 
company.  In  some  cases  a  number  of  railroad  companies 
have  joined  in  the  construction  of  a  bridge  for  common  use. 
Tims  the  Chicago  and  Eastern  Illinois,  the  Illinois  <  Vntral, 
the  St.  Louis,  Iron  Mountain,  and  Southern,  the  .Missouri 
Pacific,  and  the  St.  Louis  and  Southwestern  railroads 
financed  the  construction  of  the  Thebes  bridge  over  the 
Mississippi  river  through  the  Southern  Illinois  and  Mis 
.sonri  Bridge  company.  Similarly  the  Michigan  Central 
tunnel  under  the  Detroit  river  was  constructed  from  tin- 
proceeds  of  an  issue  of  Detroit  River  Tunnel  company 
bonds,  secured  upon  the  completed  property. 

Terminals. — Terminal  facilities,  whether  passenger  sta- 
tions, piers,  or  warehouses,  require  immense  expenditures 
for  sites  and  construction  work.  The  early  railroads  were 
able  to  obtain  lands  for  this  purpose  as  a  gift  or  at  nomi- 
nal cost,  but  the  growth  of  business  has  created  a  constant 
demand  for  enlarged  buildings  and  yards,  requiring  a 
great  outlay  of  capital.  When  a  railroad  now  tries  to 
effect  an  independent  entrance  into  a  large  city,  the  cost  is 
so  great  as  to  be  prohibitive  except  for  the  strongest  com- 
panies. Thus  the  Grand  Central  Terminal  site  in  New 
York,  which  was  obtained  at  small  expense  by  the  New 
York  and  Harlem  railroad,  has  long  been  in  control  of  tin- 
New  York  Central ;  but  while  its  possession  has  proved  of 
inestimable  strategic  value,  the  demands  of  a  constantly 
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iling  volume  of  traflic  have  neceasitnt-  d  entire  i 

•-.n.l  th«    Pennsylvania  Terminal  in  New  York 
has  abaorbed  a  great  amount  ..f  .-.ij.it.il  f«r  »!..-  -it.    tun 
building.    Such  -  may  be  justified  in  tin* 

th«-  Weat  Shore  and  of  the 

\\hie-  '!,•   Ilrrr.s  :    direet    el,tr.m<  • 

New  York  and  New  England 

h.lly  .•!'  dep,  ndintf   upon   the   facilities  of  a 

purpose. 

miuals  may  be  financed  out  of  a  direct  addition  to 
the  general  s  >  of  a  mi  it  tin-  more  con 

issue  bonds  secured  by  a  specific  li.-n  upon  th«- 
propi-rty.  rith.-r  l»y  the  rnilroa«l  minpaiiy  H  !>>'  a  aub- 

n;.i  eon 

and  Chicago  railway  in  1860  obt;i  n  Chicago  by 

means  of  an  issue  ot  Urnds.     The  Wa- 

bash  railroad  has  outstanding  an  issue  of  bonds  se< 
upon    t.-niiinal    properties    in    St.    Louis,    Kansas    City. 
Omaha,  Chicago,  <t»uin <-y,  Toledo,  and  Detroit.     <>th« 
amples  in  i;.-a«linir  n.nipany  's  t.-nninal  bonds,  \vlii.-li 

are  secured  «  nninals  in   Phila.l.-lphia.  an. I  tlu» 

-\ille  and  Nashville's  "St.  I^.uis  property"  In. rids. 

<•  same  reasons  which  have  caused  railroad  companies 

to  financ.-  the  l-uiLlim,'  «.f  l.ri.ltrc.s  through  securities  issued 

under  other  names  have  prompt*<l  the  construction  <• 

initials  by  means  of  subsidiary  s  formed  for  that 

<»se  and  controlled  by  the   railroa<l  company. 

1'hihnlclpliia    and    Kca.linu'    •  i  'hiladclphia 

the   ;  of  the   Philadelphia  and    IvVadini:   T-  rminal 

railroad  company.  The  terminals  used  by  the  Louisville 
and  Nashville  are  owned  by  a  company  in  which  it  is  joint 
owner;  the  freight  terminals  of  the  Atchisou.  Topeka, 
and  S.inv  ic  Santa  Fe  Terminal 

comp.  d  the  d.H-ks  used  liy  th.-  M.-hile  an. I  Ohio  rail- 

road on  the  MM!,!!,  the  Mobile  Dock  compai. 
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Joint    ownership  ,,f   terminal    pr..|»i-rty    is  a   natural  con- 

sequence  of  the  great  expense  attaching  to  independent 
entrance  into  a  large  city.  Tin-  St.  Paul  1'nioii  Depot 
company  share  capital  is  owned  by  the  nine  dilVeivni  rail- 
roads which  enter  St.  Paul.  Other  examples  are  the  New 
Orleans  Terminal  company,  owned  jointly  by  the  Southern 
and  St.  Louis  and  San  Francisco  mil  mads,  and  the 
Northern  Terminal  company  of  Portland,  which  is  owned 
by  the  Southern  Pacific  and  the  Northern  Pacific.  Tin- 
Terminal  Railroad  Association  of  St.  Louis  is  controlled  l.\ 
fourteen  railroad  companies.  It  owns  the  Union  Depot 
company  property  at  St.  Louis,  and  leattf  tin-  St.  Louis 
Kridjre  and  Tunnel,  and  also  the  St.  Louis  Belt  and  Ter- 
minal railway. 


<  HAI'TER  V 

i.yi  II'MENT 

Definition. — As  defined  state  commerce 

mission,  equipment  includes  steam  and  electric  locomo- 
tives, pasKenger  and  it  right  cars,  work  cars,  machinery 
and  tools  f«t  and  repair,  and  ferryboats, 

tugs,  and  <>thrr  floating  properties.  II-  n  the  discussion 
\\ill  In-  cnne, -rued  prin. -ip ally  with  tin-  rolling  Stock  used 
in  tin-  handling  "•'  revenue  traffic.  Cost  of  equipment  will 
be  taken  t.>  mean  tl>-  lount  of  outlay  •  u  ac- 

enunt  of  manufacture  or  un«:  tact. 

Cos/i    /'J//V/M/V    ami   Manufacture    i  ad  Shops. — 

•ads,  particularly  thos,-  on  the  Atlan- 
tic seaboard  \\hi«-h  obtaineil  timi  t'un.U  l>y  sales 
of  shares.  inipnn nt  in  the  same  manner  as 

MVT  th«-    rnaillM-.i.   they  CtV 

i   into  ;i:  for  mils,  and  then  procured 

i-«liii|ini,-iit    thn.ugh   a   c«  .vith    tlie   manufacturers. 

Ailtlitiiinal   (M(iiipin<-nt.  tln-y   Imilt    in   th.-ir  own  shops 

DO  large  estnMislniM-nts  capable  of  supplying 
the  wants  of  the  rapidly  increasing  number  of  railroads. 
Some  of  th<  npanirs  still  operate  extensive  manu- 

•    attciup-  .jily  all  their  own 

Th.    i.iiMuess  has  bet  ncentrated  in 

like  the  American  Car  and 

ipany.    the    liahlwin    Lncmimtive  Works,   and 

n  Locomotive  company,  which  are  able  to  fill 

rs  for  almost  any  amount  of  equipment.1     The  car 

liuil.i  day.  h.  be  said  to  be  meivl 

i  Moody,  "Thf  Omit  Railroad  Equipment  Combination*/'  J/oorfy'« 

May     \  I  i 
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assembler;  I'-T  each  master  mechanic  has  his  mvn  ideas  as 
to  patterns  and  materials.  Consequently,  when  a  railroad 
enters  the  market  for  UPW  equipment,  it  orders  the  parts 
from  tlic  foundry,  and  the  car  builder  puts  these  parts  to- 
gether and  delivers  the  finished  equipment  to  the  railroad. 
•r/w.vi  \Yith  rrocecds  of  Bonds. — Whatever  the  origi- 
nal basis  of  tinaneing,  necessity  sooner  or  later  compelled 
the  early  railroad  financiers  to  provide  for  purchase  of 
equipment  <.ut  of  the  proceeds  of  bonds.  These  bonds  were 
usually  secured  by  a  general  mortgage  covering  the  entire 
property  ..f  the  company.  It  therefore  became  necessary 
cither  I.,  reserve  a  certain  amount  of  bonds  for  further 
pun-liases  of  equipment,  or  to  resort  to  some  other  method 
which  would  adequately  protect  the  interests  both  of  the 
investor  and  of  the  vendor.  Out  of  this  situation  arose 
the  practice  of  purchasing  equipment  as  it  is  needed,  and 
I '.-lying  for  it  from  time  to  time  out  of  earnings. 

Purchase  on  (//<  Installment  Plan. — A  large  and  steadily 
increasing  amount  of  railroad  equipment  has  therefore 
come  to  be  purchased  under  a  contract  of  conditional  sale. 
This  practice  began  late  in  the  sixties,  when  few  states  re- 
cognized such  a  contract  as  valid  as  against  third  parties, 
and  in  consequence,  the  first  sales  were  conducted  after 
the  manner  of  installment  leases,  with  lease  warrants  to 
represent  the  payments  made  by  the  railroad.2  The 
statutes  now  generally  recognize  the  validity  of  the  condi- 
tional sale,  but  the  fiction  of  the  installment  lease  has  been 
retained  in  a  large  proportion  of  the  equipment  contracts 
\\hich  are  now  in  effect. 

J'nrchase  Directly  from  Manufacturer  or  Through  a 
Trustee. — A  railroad  may  purchase  equipment  directly 
from  the  manufacturer  under  this  plan,  turning  over  the 
lease  warrants  when  the  equipment  is  received,  and  pay- 

*As  early  as  1845,  we  are  told,  the  S.-lmylkill  Navigation  com- 
I'Miiv  purchased  barges  aft«-r  this  plan. — Rawle,  »  .u  'I  rust  Securi- 
ties," Amer.  Bar  Assoc.,  Report,  \  III,  :J22. 
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money  directly  t<»  tin-  manufa«-tun-r  as  th*-  war- 

fall   due.       :  n-nllv    t|,,in- 

UHUall       I"    tin-   ad\antatf.-    «.f    iuaiiiifa.-l  ui  •  -f  >    I"    ind>i.-i?  the 

investing  puhlie  to  become  ereditora  of  tin-  railro,. 
,.f  themselves.    To  this  •  •  customary  to  assign  the 

lease  to  a  trustee  (usually  an  in-  i  trust  company) 

as  coll.it.  I..!  srenrity  fur  a  tcricH  of  notes  which  certify 
that  the  holder  is  .-Mtitled  to  an  interest  in  the  lease  and 
a  ahan-  in  tin*  proceeds  of  tin  payments  to  be  made  by  the 
railroad  on  its  warrants.  These  notes  are  commonly  known 
as  ' 

ment  or  Car  Trust. — There  is  little  uniformity 

in  tin-  details  of  i*t  agreemen  it  is  possible 

to  single  tin  features  which  are  found  in  most  con- 

ta  "f  this  natuiv.    A  certain  amount  of  cash  is  paid 

i>y  the  railroad  upon  receiving  the  equipment,  and  adcli- 

nts  are  made  in  fixed  amounts  and  at  regular 

v.-tls;  the  sum  paid  being  suflieient  to  pm\i<|.-  f..r  ren- 
tals,  interest,   and   an   installment   toward    the    purchase 
The  size  of  the  original  «M>!I  pay  MI.  nt  is  .i.trmined 
l»y  the  n-edit  of  the  eomp;iiiy  purrhasing  the  equipment. 

iiMially  ten  or  til't.-.-n  per  e.-nt.  of  the  purchase  price, 
lujt  it  may  be  as  high  as  twenty-five  per  cent.    Only  a  few 

tion.iliy  strong  railroads  have  been  exempt  from  this 
requi  When  final  payment   is  made,  title  to  the 

equipment  becomes  vested  in  the  railroad,  but  in  case  of 
default  before  that  time,  the  railroad  forfeits  whatever  it 
may  have  already  paid.  Installments  may  be  paid 
monthly  or  quarterly,  and  sometimes  annually,  but  they 
are  usually  due  semi-annual ly.  In  most  cases  the  certifi- 
cates are  issued  with  coupons,  but  they  may  be  had  in 
registered  form.  They  are  commonly  guaranteed  by  the 

ad  company.     The  term  of  the  contract  is  usually 

OBJ]   it    is  rarely  more  than  twelve. 

With  the  advance  in  the  art  of  car  construction  greater 
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durability  has  been  attained,  so  thai  tin-  tendency  is  now 
toward  Iriiirtlieniiit:  tin-  p«  ri<>d.  Tin-  New  York  Central 
equipment  notes  of  1907  arr  to  run  liftccn  years.  Car 
trust  contracts  of  tliis  nature  liavr  heen  entered  into  !>y  the 
Southern  railway,  the  Chesapeake  and  Ohio,  the  Norfolk 
and  Western,  tin  Leliijjli  Valley,  and  other  representative 
railroads. 

Adequate  Secvriti/  of  Car  Trust  Ccrtifi<-tif>  The  se- 
curity of  car  trust  certificates  is  ample,  independent  of 
the  guarantee  of  a  railroad  company.  The  detailed  provi- 
sions  of  the  contract  require  the  railroad  to  pay  taxes  on 
the  Cfpiipinent.  to  keep  it  injured  and  in  repair,  and  to 
restore  any  cars  which  may  be  destroyed.  Frequent  in 
tion  of  the  property  must  be  allowed,  and  a  detailed  report 
of  its  condition  must  be  submitted  to  the  trustee  each  year. 
It'  new  legislation  should  require  additional  appliances, 
these  must  be  furnished  at  the  expense  of  the  railroad. 
All  equipment  subject  to  the  contract  must  bear  the  name 
of  the  trustee  as  actual  owner.  As  with  only  a  few  ex- 
ceptions title  to  all  of  the  equipment  is  retained  by  the 
trustee  until  final  payment  is  made,  the  security  of  each 
outstanding  certificate  becomes  relatively  greater  with 
time.  As  rolling  stock  is  essential  to  the  operation  of  ;i 
railroad,  even  if  a  company  is  in  the  hands  of  receivers,  it 
will  continue  to  pay  its  car  trust  obligations. 

Forms  of  Car  Trust  Agreements. — There  are  various 
ways  of  forming  car  trusts.  A  railroad  in  need  of  equip- 
ment may  arrange  with  capitalists  to  organize  an  associa- 
tion  which  will  purchase  equipment  from  the  manufac- 
turers and  arrange  all  details  for  its  final  transfer.  Or  it 
may  enter  into  preliminary  negotiations  with  the  manufac- 
turers, and  then  obtain  the  co-operation  of  capitalists  who 
form  an  association  and  conduct  the  transaction  in  the 
usual  manner.  Sometimes  a  railroad  will  contract  directly 
with  the  manufacturers,  but  obtain  the  purchase  money 
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from  capitaliNtx   who   unit.-    in   a  ear   trtlJlt 

•.u-  final  Nfttlrment  of  the 

loan.    Railroads  which  have  man*  ant*  of  their 

vomrtimrs  hiiild  equipment  in  th«-ir  shops  nut  of  capi- 
-miMied  l-\    a  •  under  an  agree- 

in*  -nt  that  u  ,1  tin*  titl.-  to  the  property  in  to 

pan  to  a  trustee  nnd« -r  th.-  t. TH»S  of  an  ordinary  ear  trust 
lease.    In  rare  instances  a  manufacturer  who  has  con- 
(1  for  the  sale  of  equipment  to  a  railroad,  in 

his  money  as  soon  as  possible,  has  de- 
posited the  contract  with  a  trustee  who  has  issued  cert  in* - 
•I-M  in  tin-  f<>rm  of  car  trust  certificates 
nig  the  endorsement  of  tin*  iiumufiirtiinT.     Tin-  Nor- 
and  Western   railway  has  obtained  •  ••luipment  on  the 
plan  thn.uj/h  the  nieilinni  of  the  subsidiary  Vir- 
emnpanv,  uln.'h  i>  priiiianlx  a  land  and  development 
company.    Sometimes  an  association  is  organized  to  buy 
«|nij  >ntr;t<t    t<  r  its  sale  to  the  railroad,  execute 

ieed  of  trust,  and  Issue  the  certificates.  Such  associa- 
tions are  joint  stock  companies,  with  capital  stock  repre- 
(1  by  shares  or  certificates  in  denominations  of  $1000. 
'I'll.-  IN  nnsylvnnia  mil  road  has  several  such  associations 
with  a  fixed  capital,  th-  <  <  rtificates  of  which  are  issued  in 
series  which  are  limited  in  amount  and  secured  by  a  lien 
upon  specific  e^nipim-nt.  It  is  the  practice  of  the  St. 
Louis,  Iron  Mountain,  and  Southern  to  increase  the  capi- 
tal of  its  associations  as  need  arises  for  more  equipment, 
but  each  series  ot  is  secured  upon  the  par 

lar  equipment  for  which  it  is  issued. 

There  were  outstanding  on  June  30,  1910,  a  total  of 
$353,341,578  equipment  trust  obligations  of  the  railroads 
of  tin-  I'nitrd  States. 

il  ment    Bonds. — As   a   substitute   for   the   note  or 
certificate  put  out  by  a  trust  company  or  a  car 
ilroads  have  adopted  the  plan  of 
ST> 
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ing  equipment  bonds  as  direct  obligations.  The  deed  of 
tnist  secnrinir  those  bonds  may  be  drawn  up  in  the  i'<»nn 
of  a  lease,  or  what  is  more  in  -pient,  as  a  simple  contract 
of  conditional  sale.  According  to  this  plan,  title  to  the 
equipment  is  assigned  by  the  manufacturer  to  a  trustee, 
pending  final  settlement  of  the  bonds  by  the  railroad,  ami 
secured  upon  the  contract  of  sale.  The  Pennsylvania  mil- 
road  has  bonds  of  this  sort  which  are  subject  to  a  sinking 
fund  requirement,  insuring  the  withdrawal  of  the  entire 
amount  before  the  expiration  of  the  twenty-five  years  for 
whi.-h  they  were  issued.  The  company  must  pay  over  to 
the  trustee  each  year  an  amount  of  cash  sufficient  to  pur- 
chase five  per  cent,  of  the  issue  at  par  and  accrued  inter- 
est. It'  bonds  are  not  obtainable  for  sinking  fund  invest- 
ment at  that  price,  the  money  may  be  expended  for  the 
purchase  of  additional  equipment  to  be  added  to  the  same 
trust.  The  Buffalo,  Rochester,  and  Pittsburgh  has  several 
series  of  equipment  bonds  issued  under  the  same  condi- 
tions. It  also  has  one  series  which  is  subject  to  the  provi- 
sion that  if  the  bonds  cannot  be  purchased  at  a  stipulated 
price,  the  trustees  may  draw  a  sufficient  number  by  lot  to 
take  up  the  cash  advanced  by  the  company.  Bonds  so 
drawn  are  to  be  cancelled,  and  the  entire  series  may  be 
redeemed  by  the  company  upon  six  weeks*  notice  at  a  price 
fixed  in  the  mortgage. 

Equipment  Company  Bonds. — Equipment  may  be  pro- 
cured in  this  manner  through  the  medium  of  an  equipment 
company,  which  may  be  organized  for  a  single  contract. 
Such  a  company  will  purchase  the  rolling  stock  or  the  loco- 
1 1  m  tives  from  the  manufacturer,  and  contract  to  deliver 
title  to  the  railroad  when  final  payment  is  received.  This 
contract  it  transfers  to  a  trustee  as  collateral  security  for 
the  bonds  which  it  issued  to  represent  the  money  advanced 
for  the  transaction.  These  bonds  are  finally  retired 
through  the  operation  of  a  sinking  fund.  The  Kansas 
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M.-ni|.!iiH  has  obtained  equipment  in 
t  Scott  and  the  dark  equip 

ment  companies,  the  bonda  of  which  are  endorsed  by  the 
.••ilia  and  San  Franciaco  railroad  company.    In  each 
eaae  the  bonda  are  iaaued  aul  h<*  provision  that  if 

none  are  available  for  the  .sinking  fund  .v  •••  stipu- 

in  the  mortgage,  redemption  shall  be  d-  1  by 

ml  bonds  in  tliia  manner  are  replaceable  by  re- 

funding' bonda  of  the  K annas  City,  Fort  Scott,  and  Mem- 
'•re  Marquette  baa  also  adopted  thia  plan  of 
financing  equipment 

Rental  Contracts. — Mu<-h  railroad  •  ••piipment  waa  at  one 
time  leaaed  from  transportation  and   rolling  stock  Com- 
panies under  contra. -ts  providing  f.-r  either  a  p.-r  <!i-  in  or 
.ige  rental.    Before  and  aft. T  the  Civil  war  there  were 
organized  a  number  of  fast  freight  lines — "Red  lr 

"Wliit,-  line."  etc.,  collect ivi-ly  known  as  the 
lines,  and  various  "dispatch  lines" — "Mer- 
chants," "Kmpire,"  and  "National";  all  of  which  were 
used  for  the  handling  of  through  traffic  at  a  mileage  r« 
These  lines  were  very  generally  owned  by  railroad  officials 
as  individuals,  and  in  consequence,  excessive  rentals  were 
d.  and  traffic  was  sometimes  diverted  from  the 
cars  of  the  railroads  to  cars  of  these  freight  lines  to  make 
tli«  highest  possible  mileage.  Many  of  these  lines  still  ex- 
ist, but  in  practically  all  cases  t!  nership  is  vested 
directly  in  railroad  companies  and  not  in  railroad  officials 
as  individuals.* 

Rolling  Stock  Companies. — At  various  times  railroad 
companies  have  been  unable  to  obtain  funds  from  their 
shareholders  for  the  purchase  of  needed  equipment,  and, 
in  consequence,  the  directors  have  organized  car  companies 

sTTuebncr.  "Fast  Freight  Lines."  Railway  Ao*  Gwfte,  XI.VIII. 
3108;  Johnson  and  Huebner.  "Railroad  Traffic  and  Rates,"  I, 
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to  supply  UK-  want  ;i1  a  fixed  rental.  Whatever  tin-  r< 
for  such  arrangements,  they  have  Item  too  often  accom- 
panied by  tin-  odor  of  corruption,  ;iii«l  UK-  pract  ice  is  no 
longer  in  f;ivor.  When  in  1S~!)  the  trustees  of  llir  Wiscon- 
sin (Vntral  found  it  necessary  t  »  raiae  funds  lor  new 
equipment,  they  were  unable  to  ol>t;iin  tlic  required  amount, 
from  tin-  shareholders.  They  therefore  organized  the  Cen- 
tral Car  company,  takinir  in  such  shareholders  as  chose  to 
participate.  This  coMi|>any  furnished  the  equipment  on  ;i 
rental  contract,  with  the  provision  that  tin-  trustees  might 
purchase  the  property  at  any  time  upon  payment  of  cost 
and  interest  less  the  amount  already  paid  in  the  form  of 
rent.  P»y  this  means  it  was  claimed  a  saving  of  twenty-live 
per  cent,  was  effected  upon  the  demands  of  outside  rolling 
stock  companies.  The  United  States  Rolling  Stock  com- 
pany was  the  best  known  company  of  this  sort.  It  was 
organi/ed  to  deal  with  the  Atlantic  and  Great  Western 
railroad,  but  its  business  expanded  until  it  had  contracts 
with  many  companies.  The  Philadelphia  and  KVadinjj 
railway  company  owns  no  equipment,  but  lea^  >llin£ 

stock  and  motive  power  from  the  Reading  company,  which 
as  a  security-holding  company  also  owns  all  of  its  capital 
shares. 

Private  Car  Lines. — Railroad  officials  have  always  been 
slow  to  adopt  new  forms  of  equipment  designed  for  a 
particular  variety  of  traffic.  They  have,  however,  afforded 
inventors  opportunity  for  carrying  on  experiments,  and 
when  satisfied  of  the  value  of  a  new  process  or  device,  they 
have  entered  into  contracts  for  its  use  at  a  fixed  rental. 
Thus  a  large  proportion  of  the  cars  for  the  carrying  of  oil, 
live-stock,  and  perishable  food  products  are  hired  by  the 
railroads  from  their  owners,  who  are  frequently  the  manu- 
facturers or  producers  of  the  goods  which  are  carried  in 
their  own  cars.  The  tendency  to-day,  independent  of  any 
new  legislation,  is  toward  the  direct  control  by  a  railroad 
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"•ilitiei  UKd  in  transportation.     The 

iu*kn,   and   Simla    !•'•'•    IIHM    for   wveral   yearn 

s  refrigerate  i  a  subsidiary 

the  Union  Pacific  in  1907  also  adopted 


Replacement  <>t  >  »/.—  All  p-  property  is 

and   obaoleacence.    There   i 
nstnnt  need  for  repair*  and  mr- 
•wala  of  materiala  ami  minor  parta  which  have 
out  in  S,T\  h  expenses  are  commonly  charged 

•it  revenues  aa  one  of  the  coata  of  oper.r 

Tlu-re  la  a  point,  however,  beyond  \vhi«-h  repairs  cannot  be 

:•  .  111.-  ;iltrrn;iti\v  It.-in^  rrplit-  l'  tlio 

<  ntire  mechanism  by  a  new  one.     K<|ui|»inrnt  may  be  k-  pt 

in  good  n-pair.   Imt    th.ro  comes  a   titm-   uh.-n   it   rauat  be 

a  part  of  the  plant   \\lii--li  haa  been  in  uae 

tu  of  years  is  renewed,  and  \  ly  if  the  coat 

ia  great,  equity  to  all  parties  in  intm-st  that  tlie 

management  distrihut*    •  the  earnings  of 

al  years.    This  m.-thml  ••  tin-  bur- 

d.  -niinr  «•  nings  with  an  ex  ;  'ribu- 

table  to  the  op.  -nitinas  of 

aerve  that   nnirnnnity  <»f  n.-t   in.M»nu»  \vhidi  is  so  deain-M.- 

i.ipoint  of  both  the  management  and  the  in- 

vestor.   When  this  practice  prevails,  funds  are  provided 

-r.  from  tim.  .  out  of  «  ings  such 

nits  as  are  estimated  to  be  sufficient  to  provide  ade- 

«jua!  -  waste  or  loss  du.    t-.  irreparable 

These  amounts  may  be  set  aside  in  a  re- 

serve or  special  suspense  account  v  may  be  used  to 

haae   new   equipment   without    having  the   purchase 

«8m  JohMon  and  Huebncr,  I.  212-39. 
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appear  as  adding  to  the  working  eapital  of  Ihr  rompany. 
General]]  speaking,  railroad  manaL'er.x  h.-ivr  not  been  ron- 
sistent  in  their  treatment  of  this  Mibjeet,  and  in  many  in- 
stances they  have  used  ili«-  equipment  account  as  a  con- 
nt  means  of  juggling  the  timmees  <>f  the  c..inpany  for 
the  benefit  of  special  interests. 

Provision  for  Obsolescence. — In  addition  to  ,ill«>\\;in  .  s 
for  repairs  and  replacements  due  to  wear  and  t.-.-n-,  it  is 
necessary  to  provide  f,.r  tlie  final  ivne\\al  «.r  the  plant  as 
a  whole  when  it  shall  have  beeoim>  antiquated  or  obsolete. 
The  ivnirdy  for  obsolescence  is  the  same  as  for  irreparable 
\\ear  and  tear;  that  is.  replaennent.  K<|iiily  to  all  parlies 
in  interest  requires  that  it  be  financed  in  the  same  manner, 
the  estimated  amount  to  be  apportioned  and  evenly  dis 
tributed  over  the  life  of  the  equipment.  The  amount  thus 
tailing  on  each  year,  quarter,  or  month  would  then  be 
regarded  as  a  part  of  the  expense  of  maintenance,  or  in 
any  event  appear  as  a  charge  against  current  income. 
In  practice,  however,  the  distinction  is  almost  universally 
sight  of.  There  is  no  uniformity  of  practice.  AY  hen 
any  provision  for  depreciation  is  made,  it  is  commonly 
financed  through  extra  appropriations  to  the  replacement 
reserve,  or  through  direct  charges  against  surplus. 

The  theory  suggested  is  the  practice  in  industrial  enter- 
prises where  the  principles  of  financing  and  accounting  for 
depreciation  are  understood  and  adequately  applied.  r,\ 
this  method  only  is  it  possible  to  arrive  at  an  accurate 
statement  of  net  revenue,  and  thus  insure  the  absolute 
maintenance  of  capital.  Such  also  has  been  the  practice 
upon  the  more  progressive  railroads  with  regard  to  re- 
newals of  equipment,  and  in  some  instances  replacement 
funds  have  been  set  aside  in  cash.  Each  accrual  has  been 
charged  as  expense,  and  set  up  as  a  reserve  against  the 
assets.  If,  as  has  been  often  the  case,  the  cost  exceeded  the 
amount  of  the  fund  or  cash  released  to  the  credit  of  the 
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reserve,  the  excess  hat  been  charged  to  additions  and  bet- 
••nU  payable  to  capital  account,  ac- 

-  tli.   ,„  he  company.    By  many  managers 

it  has  been  urged  that  such  a  financing  of  depr* 

nietieal.  means  is  that  they  do  not  have 

needed  to  make  them  intelligent  about 
the  business.    They  are  still  it: 

th unili  HP  thuds,  guessing  at  results  from  present  observa- 
.  and  leaving  the  shareholders  and  bondh..ld. -rs  \\ith.-ut 
a  basis  for  even  a  guess.    The  real  difference  between  what 
al  and  what  they  call  practical  in  that  the 
rist,  caring  imthinir  f..r  the  facts  pertaining  to  a  par- 
ti, ulur  property,  suggests  a  method  for  getting  at   th. 
facts  as  a  basis  for  a  satisfactory  conclusion,  whereas  th- 
1  man  has  such  facto  as  are  matters  of  personal  .  \ 
nee,  and  so  rests  content  with  conclusions  based  on 
11  a  general  impression  without  having  any 
means  of  verification  or  any  method  for  the  location  of 
responsibility   for  error.    This   leaves  the  way  open   to 
abuse. 

tscs  of  Repairs  and  Renewals  Account.— Prudent 
managers  have  been  able  in  periods  of  prosperity  to  ex- 
!  large  sums  to  acquire  new  equipment,  and  thus  re- 
store the  operative  efficiency  which  was  allowed  to  become 
impaired  .luring  periods  of  depression,  and  also  to  make 
ad.«|u:it-  pr..vi-,i-  lessened  activity, 

id  vantage  has  been  taken  of  this  prerogative  of  man- 
agement to  allow  dishonest   executives  to  overstate  net 
HITS  in  periods  when  it  was  desired  to  make  a  favor- 
-.  wheth.  luence  prices  upon  the  stock 

mark  ir  some  nth.  r  n  asmi     Some  railroads  have 

also  permit t. -d  the  charging  to  capital  of  expenditures  for 
«l">!  hi» -h   should   have  been  applied   to  current 

ivv.  nu.-s. 

Requirements  of  ike  Interstate  Commerce  Commission. — 

91 


RAILROAD  FINANCE 

With    the    additional    power    ronl'.-nvd    l»y    the    Hepburn 
amendment  to  the  act  to  regulate  commerce,  passed    in 

1906,  the  interstate  commerce  commission  has  promulgated 
a  un i form  system  of  railroad  accounts,  and  in  the  words  of 
Doctor    I  » '.    Adams,    "the    most    important    prin- 
ciple embodied  in  the  new  system  of  accounting  is  the 
fact   that    carriers    are    required   to   set    up    formal    de- 
preciation accounts  in  operating  charges  for  all  classes 
of  equipment.    On  their  formal  side  these  depreciation 
charges  are  designed  as  a  means  of  arriving  at  a  correct 
statement  of  net  revenues,  but  perhaps  their  most  impor- 
tant result  will  be  to  protect  invest  in. -nts  and  to  prevent 
the  management  from  paying  dividends  by  depleting  the 
property.'*5 

Reserve  Account  for  Each  Class  of  Equipment. — Under 
the  old  classification  repairs,  renewals,  and  depreciation 
were  combined  under  one  formal  account — "  Repairs  and 
Renewals " — but  a  separate  account  must  now  be  kept  for 
each.  The  commission  holds  that  such  a  separate  showing 
of  depreciation  charges  is  necessary  in  order  to  guarantee 
that  the  full  cost  of  maintenance  and  no  more  than  that 
amount  be  set  against  the  revenue  of  a  particular  operating 
period,  and  thus  protect  the  integrity  of  the  net  revenue 
statements  published  by  the  carriers.  Beginning  July  1, 

1907,  it  therefore  required  that  there  be  established  for 
each    class   of   equipment   separate   reserve    accounts,    to 
which  should  be  credited  monthly  the  amount  of  accrued 
depreciation.     To  these  reserves,  all  new  equipment  was 
to  be  charged.    The  rate  of  depreciation  to  be  set  up 
was  left,  temporarily  at  least,  to   the  determination  of 
the  carriers,  but  the  rate  so  established  was  to  be  subjected 
to  tests  by  the  commission.     The  basis  of  accumulation,  <>r 
the  amount  to  which  this  percentage  rate  was  to  be  applied 

B  Interstate  Commerce  Commission,  Statistics  of  Railways,  1906: 

11. 
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filial  COM  in-li/iM-   ; 

•  'iiiipmeot     On  Jiil\   1.  I'1  *  ttlighlly 

Thcor»  I  the  New  Jfcgu  —An  to  the 

UK  thod  to  bo  followed   in  the  apph- 
charge*  t  •     pe  rat  ions,  th.    rules  \\lii.-h  involve  the 

•i.-ij.|,-s  insurance    are    recom- 

.1   in   p  thus,-  \\hieh   rc*t    ii|..iii  tin-  appli- 

n  of  ti,,-  .sinking  -fund    •  reoee 

recto  entirely  up  tin*  eh.-.  rail- 

way equipim  nt       "Tins   M..,'  'tains   Din-tor  Adams, 

1     the    fund    aciMiinnlated    by    deprecia*  irges 

s)mul<l  not  be  reserved  aa  an  accumulation  until  it  can  be 

1    f«r  tin-  purpose  of  >u'  th«-  identical   property 

\vhirh  -  i  aiTiiniulati'd  when  such  property  is 

abandoned;  l>ut.  <>M  the  <  |  ,ld  be 

.-I.  .1.  in  whole  or  in  part,  during  the  year  in  \vli 

is  created  in  the  replacement  of  »••  .  ipinmt  or  in  the 

liaae  of  new  equipment.     It   is   imt    intended  to  say 

ire  accumulation  of  a  year  must  be  expended 

during  the  year.     The  wisdom  of  pun  basing  neu   equip- 

ment <»r  of  repla  d  is  a  matter  of 

business  policy,  and  the  <1«  .  ision  as  to  the  time  or  extent  of 

lacement  li«-s  with  the  board  of  direc- 

it  does  mean,  however,  that  the  replacement  fund 

Id  be  used  for  the  purpose  for  which  it  was  created."* 

It  has  been  the  practice  of  many  carriers  to  consider  that 

all  the  requi  ince  were  met  when  the 

of  their  equipment  was  kept  up, 

regardless  of  the  number  or  value  <>f  the  cars  or  locomo- 

tives.   Others  have  sought  to  accomplish  the  same  result 

MI:  full  the  numbers  in  equipment  aeries.     AH  this 

must  now  be  done  away  with  in  view  of  the  declaration  of 


•  IntertUto  Commerce  CommiMioo.   Accounting  Scrto   Circular, 
no.   13. 
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the  commission  that  "the  <|iu».stion  of  dcpivriat ion  is  fun- 
damentally a  question  of  values.91  li  is  allo\\al»l<\  how- 
ever, tor  111''  rarri.Ts  at  their  dix-ivtion  1,,  ral<-ula1«-  drpre- 
eiation  upon  tin-  basis  of  either  the  value  of  individual  cars 
and  locomotives,  or  the  value  of  series  of  such  < •quipim -nt. 
l-'inally.  it  is  claimed  by  Doctor  Adams  that  "tin  require- 
ment of  the  new  classification  relative  to  depreciation  is  in 
no  sense  revolutionary ;  on  the  contrary,  it  aims  to  do  in  an 
orderly,  systematic,  and  scientific  manner  what  under  the 
old  classification  was  aimed  at  by  a  more  or  less  arbitrary 
method  of  procedure. " 


OHAPTEB  VI 
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Corporate   Power*  of  Management. — It   it   a   primary 
of  corporate  organization  that  the  proprietor* 
shall   have   no  direct  part    in   management.    The  share- 
holder  is  essentially  a  ccstui  que  trust,  or  person  who  has  a 
beneficial  interest  in  an  estate  the  legal  title  to  v.  h! 
li'-M   by  another.     The  trustee   for  the  shareholder  is  a 
legally    constituted,    inanimate,    i  MI  material    person — the 
corporation—  \\\ \ i<-h  holds  the  legal  title  to  all  the  funds  and 
^  contributed  or  acquired.     Being  inanimate  and 
uitltHiit  mind,  the  <•<  n  cannot  contract  or  perform 

any  act  except  through  living  agents  or  servants;  it  can  only 
legally  hold  The  corporate  agents  or  servants  are  of  three 
classes,  directors,  officers,  and  subordinate  employees,  all 
of  whom  are  trustees  for  the  corporation  and  not  for  the 
shareholders  so  far  as  the  funds  and  properties  in  their  cus- 
tody are  concerned.  To  these  agents  or  servants  are  en- 
trusted the  functions  of  management  By  reason  of  the 
inability  of  the  corporation  as  such  to  act,  tin-  directors  are 
chosen  for  it  by  the  shareholders;  the  directors  in  turn 
choose  the  officers,  who  choose  the  subordinate  employees. 
As  managing  trustees  of  the  corporation,  each  class  of  cor- 
porate agents  or  servants  has  its  respective  powers  and  du- 
ties carefully  defined.  The  directors  acting  as  a  body  or 
board  pass  upon  all  questions  of  policy,  appoint  the  officers, 
and  prescribe  rules  for  the  conduct  of  the  business  of  the 
corporation.  The  officers  as  the  executives  of  the  corpo- 
"Ut  the  policies  and  instructions  of  the  board 
<•!  din-, -tors,  having  immediate  responsibility  f«»r  the  de- 
tails of  employment  of  subordinates,  purchases,  sales,  and 
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operation.  Tin-  sulmnlinate  employees  are  assistants  to  the 
officers,  charged  with  responsibility  for  the  performance  of 
specific  branches  of  detailed  work. 

As  the  creature  of  the  state,  a  railroad  corporation  is  re- 
sponsible f,.r  the  maintenance  and  operation  of  a  public 
highway,  in  tbc  management  of  which  the  state  has  a  rk'lit 
to  intervene.  But  it  is  only  when  the  beneficial  interest 
oi'  the  shareholder  cannot  be  protected  through  the  legally 
designated  agents  of  the  corporation  tb.it  the  shareholder 
may  have  resort  to  the  courts  for  intervention.  As  the 
management  is  of  necessity  entrusted  to  the  directors,  offi- 
cers, and  subordinate  employees,  it  follows  that  interfer- 
eiiee  by  the  shareholders  with  the  exercise  of  discretion  in 
acts  of  management  will  be  permitted  only  in  the  manner 
provided  by  the  coriw>rate  or^ani/ation,  unless  it  may  ap- 
pear that  such  action  is  inadequate  to  protect  the  corpo- 
rate trust.  While  the  principles  of  law  and  equity  gov- 
erning corporate  servants  are  very  strict,  the  machinery  by 
which  these  principles  may  be  applied  is  so  complicated 
and  expensive  to  put  in  operation  and  the  evidence  of  in- 
discretion or  infidelity  is  so  difficult  to  obtain  that  the  in- 
terests of  the  shareholders  are  practically  at  the  mercy  of 
the  directors  and  officers,  who  have  come  in  many  instances 
to  assume  an  attitude  of  proprietorship  inconsistent  with 
their  position  of  servants  of  the  corporation. 

Financial  Management. — It  is  necessary  to  distinguish 
between  financial  and  physical  management.  As  a  means 
of  acquiring,  equipping,  maintaining,  and  operating  a  rail- 
road, it  is  Decenary  to  have  funds.  To  this  end  capital 
is  obtained,  arrangements  are  made  for  temporary  loans, 
rates  are  fixed,  and  charges  and  collections  are  made. 
Having  obtained  the  neerssary  funds  from  capitalization, 
from  rolb-.-tions  for  transportation  servi.-e.  and  from 
arrangements  must  be  made  to  meet  ohliirat inns  and  finally 
to  apportion  and  distribute  the  surplus.  These  are  fune 
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tions  of  financial  management.    On  r  hand,  the 

properties  are  for  iwe  in  carrying  out  the  purposes 

•  •I'  tip-  >  <  ti;  and  foiistructi..ii  work.  repairs  and  re- 

placements, iitl.liii»ns  and  betterments,  and  operation  are 
therefore  \\ithin  the  scope  of  ;  management  as  well. 

tancial  Organization. — This  <:  n  between  finan- 

cial and  physical  management  has  been  reeogniied  from  the 

The  treasurer  wss  the  fin" 

officer,  and  the  secretary  in  at  1<  lit  ion  to  hU  regular  duties 
served  as  the  board  and  custodian  of  records.  The 

i-  officer  was  the  president,  who  was  also  chairman 
10  board  and  so  tin-  <i->minatin^  force  in  all  m. 
»    phy.sieal   nature.     So  long  n 

railroad  was  operated  as  a  sort  of  improved  turnpike,  th«- 
simplest  form  of  organization  was  adequate.  With  the 
broadening  of  th<  n.s  of  a  railroad  corp  how- 

the  nnmU-r  of  employees  increased;  and  as  these  ern- 
es became  more  and  more  specialized,  a  more  elabo- 
rate form  of  organization  »!•  veloped.    The  great  systt 
to-day  has  not  only  a  board  of  <iiiv<-t<>rs,  hut   two  other 
bodies  mi«l\\ay  1>.  tw.« n  the  board  and  the  officers.    These 
•he  executive  commi  i  the  financial  committee. 

The  president  is  «-\ -<.tli. -in  incinlM-r  and  generally  head  of 
one  or  both  mimnittrrs.  nt  may  also  be  chair- 

man «-f  tli.-  board,  as  such  presiding  at  meetings  of  tlu» 

board  ainl   of  th rj».,r;iti«'n.     Within   tlu-  last  decade, 

howevi-r.   tin-re  has  been  a  t.n.i  subordinate  tin- 

t<>  the  financial  aspects  of  management,  and  the 
president  has  been   r. -li.-ved  of  many  of  his  financi. 

his  has  been  don.    1>\    « 1« ,  ting  a  separate 

officer  as  chairman  of  the  board.     In  most  instances  the 

person  chosen  t-r  this  portion  has  already  served  as  presi- 

Th.-  effect   of  this  * ii vision  of  responsiltility  is  to 

1  charge  of  finan- 

leaving  ;-resi.l,.nt    full  antlioritv  over 
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matters  of  physical  operation.  In  SOUK-  systems  tin-  chair- 
man of  the  board  holds  the  same  position  in  all  of  tin-  con- 
stituent corporations  each  of  which  may  have  a  separate 
operntinir  head  or  president.  Directly  under  the  president 
are  the  heads  of  the  executive  depart  im  nts—  transp 
tion,  traflir,  finance,  and  law.  Some  la r«_re  i-.iili-oa.l-.  \\hidi 
have  not  followed  this  plan,  have  relieved  the  president  by 
mi  rusting  the  management  of  financial  affairs  to  a  vice- 
president;  others  still  have  the  treasurer  as  chief  financial 
officer. 

The  Treasurer. — Whatever  the  relation  between  the 
board  and  officers  or  between  different  officers  in  the  con- 
duct of  financial  affairs,  the  treasurer  is  always  in  imme- 
diate charge  of  all  the  financial  resources  of  the  company. 
He  receives  remittances  from  the  various  departments,  and 
pays  out  money  on  vouchers  approved  by  the  auditor.  He 
keeps  the  securities  owned  by  the  company,  except  such  as 
are  deposited  as  collateral  for  loans.  Hi-  signature  ap- 
pears upon  all  evidences  of  indebtedness  issued  by  the  com- 
pany. Subordinate  to  him  are  the  assistant  treasurer,  the 
cashier,  and  the  paymasters.  When  the  directors  declare 
a  dividend,  it  is  the  duty  of  the  treasurer  to  assemble  the 
funds  for  its  payment  and  to  make  the  distribution.  II  •• 
must  also  attend  to  the  payment  of  interest  on  the  debt. 
At  one  time  he  may  have  a  redundancy  of  current  funds, 
so  that  it  may  be  expedient  to  put  a  portion  out  at  inter- 
est; at  another  time  he  may  have  to  negotiate  a  temporary 
loan.  The  chief  financial  official,  whatever  his  title,  also 
as  the  advisor  of  the  directors,  and  represents  them  in 
all  dealings  with  banking  houses. 

Transfer  Agent  and  Registrar. — The  treasurer  of  some 
railroads  also  acts  as  transfer  agent  but  it  is  the  gen- 
eral practice  to  have  this  work  performed  by  a  bank 
or  trust  company,  som< -times  in  the  home  city  of 
the  corporation,  usually  in  New  York.  The  transfer 
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agent  receives  from  i  certificate*  of  •hare* 

.in.l  registered  bonds  which  have  changed  owner* 
these  he  issues  receipts  which  may  be  exchanged  for  new 
ieate*  at  the  office  of  the  registrar.    The  registrar, 

\\liidi  almost  m\..!  M1-!..  is  a  bank  t  company,  has  a 

Mipply  ..f  utiissued  certificates  f  urp<*e,  and  the 

books  of  tin-  .    up. .11  \\lii.-h  I!L-  names  of  the  new 

UK  of  the  transfer  agent 

•  f  the  registrar  cannot  tx  -ied  by  the  same  insti- 

is  necessary  to  have  an  absolute  <  heck  upon 

the   amount   of  securities  outstanding.    The   New   Y<>rk 

stock  exchange  refuses  to  list  any  security  of  a  company 

which  does  not  provide  for  independent  records  of  trans- 

md  of  registration. 

Fiscal  40m/.— Hither  the  transfer  ag«  he  regis- 

trar may  also  act  as  fiscal  ag<  r  i  is  the  function  of  the 
fiscal  agent  in  addition  to  com!  in  -ting  the  sale  of  new  se- 
curities, to  redeem  interest  coupons  and  maturing  notes 
and  bonds  of  the  company.  Dividends  on  shares  and  in- 
terest on  registered  bonds  are  paid  by  check  from  the  office 
of  the  treasurer.  When  the  directors  declare  a  dividend, 
also  specify  the  period  within  which  the  transfer 
books  shall  be  closed,  in  <  nl<  r  that  payment  may  be  made 
to  the  actual  holders  of  the  capital  shares  upon  the  divi- 

Transfcr  and  Registration  of  Securities.— While  there  is 
•ed  upon  the  reverse  side  of  every  share  certificate,  an 
assignment  blank  for  the  purpose  of  transfer,  many  shares 
pass  from  hand  t<>  hi  ml  bearing  indorsements  in  blank. 
This  is  particularly  tin-  case  when  a  share  pays  no  divi- 
dends. When  bonds  are  sold,  the  accrued  interest  is  added 
to  the  market  quotation  in  determining  the  price.  Bonds 
may  be  registered  as  i  rest,  or  they  may 

be  registered  as  to  principal,  and  bear  interest  coupons. 
The  ordinary  coupon  bond,  however,  is  not  registered.     In 
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SOme     il|st;ii|,-.-s.     sluivs     |i;i\V     li.-.-n     issued     \\itll     coup'" 

represent    <ii\  id.-mk     '|'lni>   \\h--n   tli-  einenl    of  the 

Cent  nil    Pa.-itie    \\isl  -iii^   control    and    the 

Knirli.sh  shareholders  desired  immunity  from  their  1 
liability  under  tin-  California  law,  it  was  deeided  to  issue 
shares  through  dummies,  who  would  endorse  them  in 
lilank.  at  the  same  time  ^ivmir  invvoeaMe  proxies  to  1h<> 
diii'.-inrs.  Thf  coiiiion  form  of  certificate  was  adopted  as 
a  convenient  means  of  issuing  payment  of  dividends  to  the 
aetual  ouners  of  the  shares.1 

Organization  for  Protection  of  Investors. — Much  of  the 
share  capital  of  American  railroads  held  in  Europe  was 
originally  endorsed  in  blank  so  that  the  owners  had  no  con- 
trol over  the  acts  of  directors.  In  Holland  this  dit'ti«Milty 
has  been  met  by  the  organization  of  various  handling  com- 
panies or  bureaus  of  administration — administratie  kan- 
toren — which  act  as  clearing  houses  for  the  convenient  ex- 
change of  American  securities.  Against  these  securities 
they  issue  their  own  certificates,  which  are  dealt  in  upon 
the  Amsterdam  bourse.  They  receive  dividends  and  inter- 
est, and  distribute  them  among  certificate  holders  in  return 
for  a  small  collection  fee.  But  the  buyer  of  shares  through 
such  a  company  may,  if  he  choose,  call  for  their  redelivery, 
for  the  certificates  of  the  handling  company  which  are  is- 
sued exactly  represent  transactions  in  Amsterdam,  or  else- 
where for  Amsterdam  account.2 

Association  of  American  Bond  and  Share  Holders. — It 
was  upon  this  model  that  the  English  Association  of  Ameri- 
can Bond  and  Share  Holders  was  organized  in  1884.  This 
association  issues  its  certificates  against  American  securi- 
ties, which  are  registered  in  its  name.  These  certificates, 
which  are  in  denominations  of  $1000,  are  countersigned  by 

i  Doyle,  'The  Central  Pacific  Railroad  Debt."  65  cong.  1  sees., 
S.  rop.'  no.  20,  pp.  310-1. 

2 Santilhano.  "Amerikaansche  spoorwegen,"  \\\\\\. 
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md  Westminster  bank  as  depository  of  the 

A  in. -ri. -an  seeuritic.s  in  trust    Each  one  represents  a  spe- 

s,  and  to  each  is  attached  a  numbered 

series  of  coupons  representing  dividends  or  interest  pay- 

•4.    As  all  the  certificates  are  payable  to  bearer,  t 
ia  no  ditliculty  iu  case  of  the  death  of  the  holder,  and  all 
is  necessary  to  collect  n  1  i>  t"  i   r-uani  tin- 

coupon  t..  the  association  or  deposit  it  with  a  bank.    The 
association  \\i\\  if  desired,  INV  ad  of  its  own  <•• 

cates,  An  s  registered  in  ita  name  and  en- 

dorsed in  blank.    In  such  case  the  securities  must  be  pre- 
1  to  the  association  for  the  »n  of  interest  or 

dividends.     For  a  fee  of  three  pence  a  share,  the  associa- 
\  ill  also  obtain  the  transfer  of  any  American  security 
t  •>  the  name  of  the  actual  owner.* 

Innstwnt   Trutts. — Besides  this  association  there  are 
many  investment  trust  companies  in  England  and  Scot- 
land which  operate  upon  the  principle  of  averaging  invest  - 
s.    These  share  trusts,  as  they  are  also  called,  do  not 
limit   th.  ii-  investments  to  American  railroad  shares,  but 
-.-I    their    activities    all    over    the    world.     One    of    the 
•om panic*  of  this  sort  was  the  Am«  ivest- 

r-:ani/..l  in   ]*!:\.     Its  object,  in  the  words 
s  prospectus,  was  "to  enable  the  moderate  investor  t<> 

•i vestment  over  a  number  of  different  * 
ties,  recommended  1 1\-  emnp.  t.  nt  advisors  as  intrinsi 
d  and  likely  to  increase  in  value,  and  which  will  IN-  lim 
to  the  bonds  of  the  Governments,  States,  Cities,  Coun- 
ties and  puhlic  unde  it  a  kings,  especially  railroads  and  puMic 
works  of  the  I'nited  States  and  Canada,  but  with  pov. 
the  trustees  to   invest   in   paid-up  shares  of  undertakings 
actually  earning  in«  Thirty-year  certificates  in  de- 

nominations of  100  were  offered,  which  should  be 


•Van  OM,  M American  Railroads  aa  Inventim-nta,"  1434. 
' 

,  XLIX,  7M-7. 
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able  at  105  by  yearly  .In.  ,t  of  profits.     Redemption 

•  •I'  all  (lie  certificates  before  the  expiratinn  of  thirty  years 
\\ould  terminate  the  trust.  and  if  at  the  end  of  that  period 
eertitieates  should  he  outstanding,  they  should  be  paid  off, 
after  which  the  balance  to  the  credit  of  the  trust  should 
1"  distributed  pro  rata  among  the  holders  of  the  reversion 
certificates  issued  to  represent  the  original  certificates  re- 
deemed at  the  annual  drawings.4  Other  organizations 
similar  in  character  which  were  formed  about  this  time  are 
the  Railway  Debenture  Trust  company,  and  the  Railway 
Share  Trust  The  British  financial  journals  regularly  list 
ih.  neoritfiei  of  a  large  number  of  such  companies.  They 
have  p'Tl'onned  a  real  service  to  the  investor  on  account  of 
their  superior  facilities  for  obtaining  information,  and  con- 
sequent ability  to  make  a  more  judicious  selection  annmtf 
the  large  variety  of  American  securities  than  could  be  done 
by  an  ordinary  individual. 

The  Voting  Trust. — Frequent  use  of  the  voting  trust  has 
been  made  to  protect  the  interest  of  investors  in  the  securi- 
ties of  American  railroads.  The  shareholders  by  this 
method  agree  to  delegate  the  voting  power  of  their  shares 
to  certain  specified  persons  who  serve  as  voting  trustees 
either  for  a  certain  period  of  time  or  until  certain  evidence 
shall  be  presented  to  show  the  accomplishment  of  the  pur- 
pose for  which  the  voting  trust  may  be  established.  Thus 
while  the  shareholders  participate  in  any  dividends  whieh 
may  be  declared,  the  control  of  the  management  is  concen- 
trated in  a  few  hands.  In  this  way  holders  of  certain 
issues  of  shares  may  prevent  contracts  which  they  believe 
to  be  against  their  interest,  or  they  may  regulate  the  issu- 
ance of  additional  share  capital  and  bonds.  The  chief  pur- 
pose for  which  the  voting  trust  has  been  employed,  how- 
ever, is  to  enable  the  bondholders  by  choosing  the  trustees 
to  have  definite  assurance  that  the  property  of  a  foreclosed 

*  Economist,  XXXI,  334. 
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.'.ii.!  reorganised  railroad  shall  be  mana^-d  in  such  a  man- 

Mortgages  will  be  maintained 

More  detailed  at t  •  I  be  given  to  this  sub- 

ject in  ' 

'^pendent  .li«/i/"/.v.     A  railroad  rep'  ••  official 

salon  of  the  bonr-l  r>  t<>  t  m  or 

any.      It 

fi'i  i nance  of  tin-  duties  of  stewardship,  and  thus  should  be 
regarded  as  a  staten.  an  int.-n-st.-d   party.    Hence 

there  is  liahility  tli.it  in  i!.-    n  ;...n   •  i   .1  -!,   >;  .nest  manage- 
in.  nt.  «-ss, -ntial  facts  will  be  obscured  or  missta 
that  even  in  eases  wli-  I  lid.  lity. 

ii  s.ili.  MI  <lata  may  not  be  expressed  in  th.-ir  j 
Hinest  n  ;  :n  the  standpoint  «> 

investor  would  be  no  worse  than  an  over-opt;  tate- 

iii«-nt  of  absolute  I'.-P-ts,  for  an  aoc<>unt  r  sent  not 

only    la.  ts    l.ut    also  opinions   al>  tg.     It   early   oc- 

.rli.sli  inv.-stnr  that  hi-  int. Test  would  be 
beat  conserved  by  means  of  in.l. -|>. -nd. -nt  examinations  of 
the  accounts  of  railroads  to  <i.  t.  rniin<-  th*-  fairness  and  ac- 
'  tin-  otlirial  rrpnrts.  It  has  long  bvn  th.-  prac- 
tice, therefore,  for  the  shareholders  in  English  railroads  to 
choose  independent  auditors  ;»t  th  ar  meetings. 

Owing  to  the  demands  of  English  shareholders  this  plan 
has  been  adopted  upon  railroads  like  the  Chicago  Great 
Western,  thr  I  >.  nv.-r  and  Kin  Grande,  and  the  New  York, 
Ontario,  and  Western  (under  its  old  management).     Hut 
i  »t  as  a  concession  to  unwarranted  fears  of  those  share- 
holders who  distrust  th«-  n-liahility  of   Ann-dean  railroad 
officials,  the  practice  has  not  been  generally  approved  in 
Moreover,  American  shareholders  do  not  at- 
tend annual  meetings  in  any  numbers,  as  is  the  eustom  in 
and,  and  the  actual  voting  is  done  through  a  few 
holders  of  proxies,  who  invariably  represent  the  dir. 

n  tr.  -1.    Fur  these  proxy-holders  to  elect  independent 
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auditors  to  check  the  accounts  nf  dii  Lso  chosen  by 

thnn  would  defeat  the  purpose  of  the  audit.  The  losses 
whirh  have  been  sustained  by  holders  of  Amerinm  railroad 
shares,  with  but  few  prominent  exceptions,  have  been  caused 
not  by  manipulation  of  accounts  but  by  errors  of  manage- 
ment and  policy.  Against  such  defects  an  audit  I'm -nMit -s 
no  protection  other  than  to  bring  to  the  attention  of  share- 
holders defects  in  method  and  to  point  out  tin-  unsatisfac- 
tory nature  of  the  report  itself. 

r  iblic  Accountants. — AVithin  the  last  twenty  years  a 
number  of  American  railroads  have  employed  eertilied  pub- 
lic accountants,  who  examine  the  accounts  upon  which  are 
based  the  reports  of  the  chief  accounting  official  and  make 
eertified  reports  to  the  president  or  board  of  directors.  All 
that  is  accomplished  through  the  English  practice  may  be 
attained  in  this  manner.  The  danger  which  lies  in  the 
American  practice  is  not  that  accountants  of  ability  and 
integrity  may  not  be  obtained,  but  that  the  conditions  of 
their  engagement  may  limit  their  power.  .  Furthermore, 
when  a  report  is  made  to  the  officers,  it  may  never  be  pre- 
sented to  the  shareholders.5 

Protection  of  the  Corporation  from  Its  Financial  Offi- 
cers.— Owing  to  the  various  requirements  which  now  have1 
to  be  complied  with  in  issuing  new  certificates  of  shares  or 
bonds  not  only  are  the  interests  of  security  holders  amply 
safeguarded,  but  the  interests  of  the  corporation  itself  is 
protected  from  its  own  financial  officers.  This,  however.  i> 
the  result  of  unfortunate  experience.  Until  1854  there 
were  no  checks  upon  the  acts  of  transfer  agents ;  and  it  was 
only  natural,  therefore,  that  there  should  have  been  in- 

8  "A  now  profession  of  railway  accountants,  wholly  in<l.-|,.Mi.l. nt. 
officially,  of  any  railway  system,  must  be  developed  befor.  entire 
frankness  and  absolute  truthfulness  can  !><>  secured  as  between  the 
owners,  the  puMic.  ;m«l  tin-  administration  of  railway  jimpi-i-i 

•  Railroad  Failures  and  their  Lessons,"  Forum,  XVII, 
31.      (1S9I.) 
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stance*  of  framiulriit  iv»m-  ..i'  M-,-unt»«-s  In  1834  the  sec- 
retary <>i  th*>  Camden  and  Amboy,  who  wan  alao  transfer 
agent  ..  issued  share*  in  excess  of  the  amount  al- 

lowed I'v  t!,.- . -hart. -r.  a*  rollat.-nil  for  a  loan.9  Hut  the  moat 
remarkable  bread  nature  waa  that  of  Robert 

in  1854.    Srhiixi.r  waa  one  of  the  most  promi- 
nent railroad  men  in  tin  n.untrv.  holding  the  position  of 

the  New  York  and  New  Hav< 

aii'l  Hail. -in,  thr  Renaselair  ..n-i  Saratoga,  th.-  lllinoia  Cen- 
tral, and  the  Sangamon  and  M«  :       I! 
alao  concerned  in  the  huiMin^  m               inont  Valley  and 

\Va.slunu't..n  and  Saratoga,  un«i  r  to  raiae  the 

neeeaaary  funds  for  this  work  he  took  advantage  of  his 
position  aa  transfer  agent  »t  th.-  New  York  and  New  Ha- 

and  issued  about  $2,000,000  of  spurious  shares. 
waa  discovered  in  1854,  nn-l  in  the  investigation  wliirh  fol- 
lowed it  waa  found  that  he  had  also  overissued  shares  of  the 
New  Haven  and  Northampton  and  the  Naugatn-  k  railroads, 

_rh  to  only  n  small  amount  in  each  case.  On  the  Har- 
Irtn,  tlu>  transfer  agent  had  likewise  overissued  shares  to 
th«-  rxti-nt  of  over  $275,000,  l»ut  with  this  frau.l  S.-hnvU-r 
was  not  concerned.7  The  same  year,  an  investigation  of 
thr  V.-nnnnt  Central  disclosed  the  fart  that  tin-  pn- 

;iat  company  had  issued  over  10,000  shares  beyond  the 
amount  authorized  by  the  charter.8  The  discovery  of  these 

ds  caused  a  panic  throughout  the  country,  and  resulted 
in  thr  arti<>n  taken  by  the  New  York  stock  exchange  requir- 
ing that  all  share  certificates  be  signed  by  two  officials,  and 
registered  and  countersigned  by  an  independent  bank  or 

t  company.  This  has  effectually  prevented  a  recur- 
rence of  the  offense.  Charter  limits  had  not  been  exceeded 


•Report   of   the  commiMionern   appointed   to   investigate 
again»t  the  dir<  I  vlaware  and  Raritan  Canal  and 

dan  and  Amboy  Railroad.  Appx..  Statement   "K."     (1R50.) 

'Hunt.  XXXI,  207;  Adcennan,  "Hi.t.  of  lllinoia  Central,-  57-0. 

•  Annual  report,  1864. 
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upon  tin-  Harlem,  and  tin-  company  nv«»«:ni/rd  without 
hesitation  its  (.li|i._Mti.,M  f..r  tin-  unauthori/. •«!  i.^ue.  Tin* 
New  York  ami  New  llav.-u.  li«.\\ c\ cr,  asserted  that  as  the 
share*  were  illegally  issued,  they  were  vid.  The  company 
thereupon  heeame  involved  in  litigation  which  continued 
for  over  ten  years.  In  1>r.  I  ih«-  directors  offered  to  a« 
two  of  the  spurious  shares  in  exchange  for  one  new  shaiv. 
and  to  increase  the  share  capital  of  the  company  t<>  pro- 
vide for  such  an  exchange.  Over  half  of  tin  fraudu- 
lent issue  was  redeemed  in  this  manner.0  In  1865  the 
court  declared  that  overissued  shares  were  void,  what- 
ever the  circumstances  of  their  issue.  It  also  held,  however, 
that  when  as  in  this  case  tfie  overissued  cert  ideates  were 
signed  hy  the  officer  having  authority  to  sign  and  issued 
by  him  to  persons  who  accepted  them  in  full  faith,  t  In- 
corporation was  liable  for  the  act  of  its  agent.10  Th« 
to  the  corporation  through  the  Schuyler  frauds  finally 
amounted  to  over  $1,600,000." 

9  Annual   report,    1864. 

ION.  Y.  and  N.  H.  v.  Schuyler,  34  N.  Y.  30.     (1865.) 

11  Annual  reports,  1866-8. 
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PROTECTION  OP  THE  CORPORATE  ESTATE  AS  A  FUNCTION 
OP  MANAGEMENT 

The  Protect****  of  Capital.— The  protection  of  the  corpo- 
rate estate  is  a  f.  first  importance  in  the  consi« 

of  management    \\li.-tlh-r  from  the  point  of  view  of 
th«-  |>iil»li.-.  or  of  t!u«  corporation  itself.    The 
literature  of  economics  an.!  |x>litics  is  replete  with  discus- 
sions as  to  the  &  antage  of  lending  encouragement 
to  the  assembling  and  conservation  of  capital.    Notwith- 
niir  this  seti             ".-at  in  the  subject,  th.   importance 
.-•  ml  mi  it                aspects  of  protection  of  capital 
to  have  been  little  appreciated  even  by  corporation 
gers  themselves. 

The  Law  of  Property. — Laws  for  the  protection  of  capi- 
tal are  as  old  as  government.     Th.  tion  between 
the  concepts  of  capital  and  of  non-capital  or  current  assets 
was  first  recognized  in  the  laws  and  customs  of  inher- 
itances.   There  was,  however,  no  clear  definition  of  the  con- 
of  capital  as  such.    In  the  laws  and  instruments  of 
yances,  also,  there  was  no  clearly  marked  distinction 
between  these  two  varieties  of  assets,  but  as  legal  pi 
pies  became  established,  their  essential  difference  came  to 
be  recognized. 

Inheritance  and  Remainder  Interest*. — The  extent  to 
whi.-h  th<-s«>  priii, -iples  were  recognized  appears  from  an 
examination  of  the  English  common  law  as  applied  to  re- 
mainders. To  use  a  familiar  example:  A  conveyance  was 
made  which  devised  an  estate  to  H  for  a  term  of  years; 
remainder  to  C  for  life;  remainder  to  D  in  fee.  The  es- 
tate so  devised  might  be  possessed  and  used  in  turn  by 
B  and  C,  but  the  courts  were  most  rigorous  in  their  guar- 
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dianship  of  tin*  n •niaind.-r  interest  or  fee.     First    P.  ;m«l 
then  C  were  viewed  as  holding  the  productive  property— 
the  capital — in  trust,  being  entitled  to  the  product  only. 
Contemporaneous  with   this  development  but  of  broader 
application  was  the  evolution  of  the  law  of  waste,  the  end 
of  which  was  to  protect  from  depletion  an  estate  in  Hi* 
session  of  one  person  but  in  which  others  had  an  int 
Even  where  the  remainder  was  contingent  or  made  to  de- 
pend on  an  event  which  was  doubtful  or  uncertain,  the 
capital  would  be  fully  protected  against  waste,  deprecia- 
tion, or  other  preventable  loss  while  in  the  hands  of  the 
possessor. 

The  Law  of  Uses. — Another  class  of  laws  and  customs 
may  be  mentioned;  the  law  of  uses.  Uses  existed  in  Ro- 
man law  under  the  name  of  fidei  commissa.  They  were  in- 
troduced by  testators  to  evade  the  municipal  law  which 
disabled  certain  persons,  such  as  exiles  and  strangers,  from 
being  heirs  or  legatees.  The  inheritance  or  legacy  was 
given  to  a  person  competent  to  take,  in  trust,  for  the  real 
object  of  the  testator's  bounty.  As  originally  applied,  the 
devisee  of  the  estate  was  held  to  be  the  owner  in  fee,  with- 
out any  obligation  whatever  on  his  part  to  fulfill  the  terms 
of  the  grants,  since  it  was  contrary  to  law.  A  testator 
making  such  a  will  relied  wholly  on  the  personal  integrity 
and  good  faith  of  the  one  to  whom  the  estate  was  granted. 
The  evident  justice  and  lofty  social  purpose  of  such  a 
grant  finally  commended  itself  to  the  government  in  a 
manner  to  cause  a  special  court  to  be  created  for  the  pur- 
pose of  enforcing  uses.  The  same  device  was  introduced 
in  England  to  evade  the  statute  of  mortmain.  A  use  was 
a  legal  estate  held  by  one  person  for  the  benefit  of  another, 
the  conditions  being  that  the  person  holding  the  same 
should  give  to  the  beneficiary  the  profits,  and  dispose  of 
or  transfer  the  legal  title  as  directed  by  the  beneficiary. 
The  Law  of  Agency  and  Trusteeship. — After  the  enaet- 
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to  of  uat  1,  trimts  i-iiiiip  to  aup- 

plant   thriu,  ami   ti.  i'  .11   broatlrr  apph  -  the 

!•!••      I'.y  thr  romiM..n   law  .,f  t-  M!  estate 

went  to  a  trwtr«  .  hut  the  exact  conditions  of  the  devise 
were  enforeeahlr  in  thr  <  .  law  of  tnis- 

teeahip  baa  been  the  one  nn»-  voked  in 

It  is  appli-  »n  where 

Miiuiiit\  '.volved  or  where 

an  agency  baa  been  established  which  places  the  legal  titl<- 
to  property  in  thr  hainln  of  a  ti  '  In  »»mr  innt 
statute  law  has  enlarged  this  t<>  in<-lu<le  posseamon.  If 
protection  to  property  rnpiiiv  it,  an  agency  or  trust  will 
be  impliril.  For  rxamplr.  if  partnership  capital  be  invested 
in  hir  t  of  thr  rmnpaiiy,  though  it  may  be  a 

joint  tenancy  in  law,  equity  \\ill  Imh]  it  to  be  a  tenan 
rmniijon  and  as  forming  a  part  of  the  partnership  fund; 
the  better  opinion  \\<.ul<l  seem  to  be  that  equity  will  coo- 
aider  the  person  in  whom  the  legal  estate  is  vested  as  trus- 
tee for  thr  whole  concrr 

Corporation  Law.  —  From  this  viewpoint,  corporation 
law  may  be  considered  as  a  special  adaptation  of  thr 
law  of  trusteeship.  A  corporation  is  an  organized 
community  of  trusts.  The  proprietors  of  the  corporation 
are  its  shareholders.  The  corporation  holds  the  legal  title 
to  properties  and  stands  in  the  relation  of  debtor  to  those 
holding  its  credit  obligations.  Although  the  proprictor- 

of  a  corporation  is  complete  in  every  detail,  so  far  as 
the  right  to  use  and  dispose  of  property  is  concerned,  it 
baa  a  trust  rclati  and  second  to  share- 

holders.  The  board  of  directors  of  a  corporation  are  trus- 
teeB;  in  this  capacity  th.-y  act  as  the  direct  representatives  or 
agents  of  sharrhol.irrs,  and  din-rt  the  affairs  of  the  corpo- 

n  whirh  is  the  legal  trustee  for  the  properties.  The 
officers  of  the  corporation  are  trustees,  being  responsible, 
under  the  direction  of  the  board,  for  possession  and  for  the 
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administration  of  tin-  details  of  its  business.  All  tin-  em- 
ployees of  a  corporation,  in  so  far  as  they  have  custody  of 
property,  an  trustees.  There  is  not  a  pr<»pri» -tary  or  op- 
erative relation  of  a  corporation  which  is  not  subject  to  all 
of  tin*  limitations  and  protection  of  the  law  of  trust. -rship. 
It  differs  from  other  trusts  in  that  whereas  an  ordinary 
trust  is  defined  by  the  terms  of  the  grant  or  contracM  en- 
tared  into  at  the  time  that  the  trust  is  created,  the  terms  of 
corporate  trusteeship  may  be  constantly  altered  to  suit  the 
conditions  and  conserve  the  highest  business  advantages 
of  the  enterprise.  This  adjustment  can  come  about :  1 
tli rough  action  of  the  shareholders  in  obtaining  the 
amendment  of  the  charter  and  as  expressed  by  resolution 
affecting  the  powers  and  duties  of  officers  and  agents; 
(2)  through  action  of  the  board  of  directors,  in  the  amend- 
ment of  rules  governing  officers  and  as  expressed  by  reso- 
lution establishing  or  determining  the  policy  of  the  corpo- 
ration; or  (3)  through  administrative  direction  of  officers 
acting  within  the  limits  of  the  powers  granted  by  the 
charter  and  by  the  board. 

Provisions  for  Protection  of  Corporate  Capital. — The 
several  classes  of  trusts  established  in  corporate  organiza- 
tions are  clearly  defined.  The  principle  has  been  definitely 
established  in  corporation  law  that  only  officers  who  are 
specified  in  the  act  of  incorporation  may  bind  the  corpora- 
tion; no  other  person  or  officer  can  act  as  its  agent  in  the 
particulars  designated.  Directors  and  officers  of  a  corpo- 
ration acting  beyond  their  powers,  whereby  loss  inures  to 
the  corporation  (as  in  the  disposing  of  property  or  the 
paying  of  money  without  authority),  may  be  required  to 
make  good  the  loss  out  of  their  private  estates.  The  com- 
mon law  of  trusteeship  as  applied  to  every  corporate  rela- 
tion is  complete.  As  a  principle  of  common  law,  corporate 
agents  will  not  be  permitted  to  allow  the  corporate  estate 
to  become  depleted  through  unauthorized  acts  on  their 
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•h  waste  or  even  through   th«-  • 

shareholder*.    Any  reduction  in  capital,  ex- 
•  une  un«  i  instance  such  a*  "the  act 

xl"  must  be  by  formal  taken  on  the  pa: 

the  proprietors  themselves,  sanctioned  by  law  or  by  such 
procedure  as  is  prescribed  by  stutut*-  «.r  by  sets  of  incor- 
•II.  .\\intf  i!..-  common  law,  special  supplemen- 
tary legislation  is  to  be  f.'inM  in  n.-arly  every  state,  mak- 
ing it  unlawful  to  declar.  -U  out  of  capital,  making 
more  definite  and  certain  the  amount  of  recoverable  dam- 
ages, enlarging  the  criminal  code  to  apply  to  abuses  of 
•rate  powers  and  the  neglect  of  corporate  duties,  and 
furnish  i  n-_r  -  r  protection  to  the  corporate  estate 
as  is  necessjti  •>  v.  m  injustice  to  creditors  and  the 
weakening  of  corporate  ;>  thn.iiL'h  the  subdivision 
or  (li  ii  of  properties  and  funds  which  are  intended 
for  capital  use. 

requisites  for  Enforcing  the  Law.— With  all  these 
legal  provisions  for  the  protection  of  capital,  the 
requisite  of  management  is  ability  to  distin- 
unii>h  i>.  :.>,,-, -n  capital  and  the  other  assets  of  the 
corporation;  the  second  is  familiarity  with  the  facts  gov- 
« rnii  own  responsibility,  which  is  essential  to  obe- 

•  liriiiv  t«>  tin  law.    \Vh.-iv  the  ends  of  justice  have  been  de- 
feated, where  corporate  agents  have  arbitrarily  disposed 
of  corporate  estates,  where  dividends  have  been  declared 
cut  -!'  rapit.tl,  v,  !..!••  there  has  been  violation  of  law  and 
the  courts  have  failed  to  protect  the  shareholder  or  others 
>t«d  in  the  estate  against  the  arbitrary  acts  of  of- 
li'-ials  whose  acts  have  depleted  the  capital,  it  has  been  not 
lack  of  law  but  from  lack  of  evidence  to  support 
th<    i  i -(its  of  beneficiaries.     This  suggests  as  a  corollary 
the  conclusion   that  knowledge  of  facts  and  fainili 
with   the  statutory   provisions  relating  to  accountability 
t^  are  essential  to  management 
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Information  Necessary  to  Pr«t<  ction  of  the  Corporate  Es- 
tate.— In  tli.-  I  nited  States  the  chief  defect  in  corporation 
laws  has  been  the  failure  to  require  that  the  administra- 
tive agents  of  corporations  shall   prepare,  preserve,  and 
make  available  such  evidence  of  transactions  and  other  acts 
iistees  as  is  necessary  to  establish  responsibility.    The 
\\hole  subject  of  records  and  accounts  has  remained  in  a 
state  of  neglect.     For  enactments  at  all  adequate  for  tin* 
enforcement  of  common  and  statutory  law  principles  of 
corporate    trusteeship,    we    must   look   to    Great    Brit ,i in. 
These  laws  may  be  classified  as  follows: 
I.    Provisions   for  making   available  evidence  necessary 
to   the  enforcement  of  corporate  trusts 

1.  Laws  requiring  that  a  complete  record  of  tran- 

sactions be  kept 

2.  Laws  providing  for  the  current  verification  of 

evidence  recorded 

3.  Laws  requiring  the  publication  of  summaries  of 

evidence. 

II.     Provisions  for  the  preservation  of  evidence  of  breach 
of  trust 

1.  Laws  making  the  falsification  of  records  of  trus- 

teeship a  misdemeanor 

2.  Laws  making  the  destruction  of  records  a  mis- 

demeanor 

3.  Laws  making  false  statements  a  misdemeanor. 
An  important  beginning  was  made  in  Great  Britain  by 

the  passing  of  the  companies  clauses  consolidation  act  in 
1845,  which  provided  that  "The  directors  shall  cause  lull 
and  true  accounts  to  be  kept  of  all  sums  of  money  received 
or  expended  on  account  of  the  company  by  the  directors 
;m«l  all  persons  employed  by  or  under  them,  and  the  mat- 
ters and  things  for  which  such  sums  of  money  shall  have 
been  received  or  disbursed  and  paid."1  Since  that  time 

18  and  9  Viet.,  c.   16,   par.    115.    This  was  also   fully   implied 
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lias  been  accepted  aa  a  primary  principle  of  British 
Company  law.  The  general  injunction  was  repeated  and 

'ged  upon  in  the  companies  act  of  1862.'  This  act 
required  a  full  account  not  <  ••ceipts  and  disburse- 

ment* but  also  of  aaseta  and  liabilities,  revenues  and  ex- 
penses, and  profit  and  loss. 

Early  Form*  of  Capital  Account*.— It  accounts  are 
to  be  used  aa  a  medium  i'..r  the  current  collection 
nee  necessary  t<>  the  protection  of  capital,  it 
u  nu Id  seem  to  be  a  foregone  conclusion  that  a  definite 
classification  should  be  established  to  \\hi.-h  all  su.-h  data 
must  be  related.  In  the  United  States  this  was  never  re- 
.pmv<l  until  th.-  in1. -relate  commerce  commission  began  to 

.-  it;,-  authority  conferred  MJ-.M  it  by  congress  in 
1906.  The  rules  prescribed  by  this  commission,  however,  do 
not  provide  for  two  capital  accounts,  nor  have  the  railroads 
established  such  accounts  for  their  own  information.  The 

sh  companies  act  of  1862  evidently  had  such  an  end 
in  view,  but  the  framers  did  not  perceive  the  difference 
between  capital  and  obligations  incurred  in  obtaining  capi- 
tal. The  balance  sheet  prescribed,  however,  did  require 
that  in  accounting  for  "property  and  assets"  the  cost 
slmuld  be  stated  with  deductions  for  deterioration  in  value 
as  charge!  t<>  the  reserve  fund  or  profit  and  loss.  The 
ii  prescribed  for  stating  capital  liabilities  follows: 

I      Capital  (showing) 

1.  The  number  of  shares 

2.  The  amount  paid  per  share 

If  any  arrears  of  calls,  the  nature  of  the  ar- 

rear,  and  the  names  of  depositors 
4.    The  particulars  of  any  forfeited  shares. 

in  the  ma  works  clam**  act  of  1R47   (10  and   11   \  >.  par. 

:iM    niiil    111    t!i.-    uut.T    \vrks   ,-l.m-.-.   :n-t    «-f   th,-    -.un.-    \,-.tr    il"   uiul 
II   Vi,-r    |    17.  par.  83). 

»  25  ami  20  Viet,  c.  89.  ached.  1.  table  A.  par.  78. 
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II      I hlit .v  ,iml  Liabilities  of  the  Company  (showing) 

1      Thr  ;iiimiiiii  ,,!'  loans  on  mortgages  or  «1« •!>«-nt- 

uiv    linihls 

2.     The  amount  of  debts  owing  by  the  coin  puny, 
distinguishing: 

a.  Debts  for  which  acceptances  have  been 

given 

b.  Debts  of  tradesmen  I'm-  supplies  of  stock 

in  trade  and  otluT  ;irtii-l«-s 

c.  Debts  for  law  expenses 

d.  Debts  for  interest  on  debentures  or  otli. T 

loans 

e.  Unclaimed  dividends 

f.  Debts  not  enumerated  above. 

III.  Reserve  Fund   (showing) 

1.     The  amount  set  aside  from  profits  to  meet  con- 
tingencies. 

IV.  Profit  and  Loss  (showing) 

1.    The  disposable  balance  for  payment  of  divi 

dends. 
V.     Contingent  Liabilities 

1.  Claims  against  the  company  not  acknowledged 

as  debts 

2.  Moneys  for  which  the  company  is  contingently 

liable. 

In  1868  parliament  seems  to  have  had  a  clearer  view  of 
the  capital  account.  Among  the  forms  of  accounts  pre- 
scribed by  the  regulation  of  railways  act8  is  tin-  following: 

RECEIPTS    AND    EXPENDITURES    ON    CAPITAL   ACCOUNT 

Amount       Amount 
Expended  Expended   Total 
to  I  Hiring 

Half  Year 

\|MMHliturpB — 
on    lines   (I|HMI    for  traffic  

331  and  32  Viet.,  c.  119,  ached.  1. 

Ill 


PRO'l  M  i  iu\  MI     i  in    ,  ORFOH  .  i  i.  i 
On  linen  in  •  «'urw  of  construction 

8ub»rrl|>tlofiii  to  ..n..-r  railways 

• 


i..  lialdnot 

Amount      Arooont 
Becelrii!    l: 

to          During 
Half  Year 

Sh:iivs    ami    *t.nk 

Loans 

Debenture  stock 
Sundries  (In  detail) 

More  Recch  irements  for  Statement  of  Capital.— 

This  form  of  acr..unt    hail   tin-  advantage  of  correlating 
all  capital  nvripts  ami  capital  expenditures,  of  can 
ard  a  total  cost  of  capital  resources  to  date,  an 
showing  how  the  capital  was  procured.    The  gas  works 
clauses  act  of  1871,4  the  electric  lighting  act  of  1882,*  and 
subsequent  acts  have  somewhat  more  definiti/.-.l  th--  .-.tpifal 
account,  and  carried  forward  the  results  in  forms  of  bal- 
ance sheets  required  by  law  as  more  specifically  defined  by 
the  board  of  trade. 

Defective  in  Form  but  Adequate  in  Effect. — These  ac- 
ts, however,  are  still  lacking  in  that  they  are 
designed  to  show  original  cost,  reserves  for  deprecia- 
tion and  loss  being  set  up  in  another  place.  But  so  far 
as  the  subject  of  present  interest  is  concerned,  the  statutes 
of  Great  Britain  contain  provisions  collection  of 

all  the  evidence  necessary  to  the  protection  of  capital  in- 
vested in  railroad  and  other  corporate  enterprises.  Tiny 
also  provide  for  other  evidence  necessary  to  the  enforce- 

«34  and  35  Viet.,  c.  41,  ached.  &         •  45  and  46  Viet,  e.  56. 
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ment  of  legal  principles  nf  corporate  tnMcrship,  such  as 
relations  of  eunvut  asset  and  liability,  current  operative 
refills,  j.nifi!  and  loss,  surplus,  dividends, 

lesions  for  ///»/•  1          ation  of  Statements. 

The  possession  of  properties  and  funds  as  \\.-ll  as  the 
ing  of  accounts  are  necessarily  entrusted  to  officers 
and  employees  of  the  corporal ion.  For  this  reason  il  is 
iiii|N»rtant  that  le«ral  pmvisimi.s  be  made  for  independent 
at  ion  nf  facts  recorded  and  reported.  In  this  re- 
tin-  American  law  is  deficient;  and  ap;iin  we  must 
Innk  to  (ireat  P.ritain  for  an  example.  Hy  the  companies 
clauses  consolidation  act,  it  was  provided  that  "  Kxcept 
\\hcre  by  the  special  act  auditors  shall  be  directed  to  be 
appointed  otherwise  than  by  the  company,  the  company 
shall,  at  the  first  ordinary  meeting  after  the  passing  of 
the  special  act,  elect  the  prescribed  number  of  auditors, 
and  if  no  number  is  prescribed  two  auditors,  in  like  man- 
ner as  is  provided  for  the  election  of  directors.  .  .  . 
He  shall  not  hold  any  office  in  the  company,  nor  be  in  any 
manner  interested  in  its  concerns,  except  as  a  share- 
holder. .  .  .  The  directors  shall  deliver  to  such  audi- 
tors the  half-yearly  or  other  periodical  accounts  and  bal- 
ance sheet.  ...  It  shall  be  lawful  for  the  auditors 
to  employ  such  accountants  and  other  persons  as  they  may 
think  proper,  at  the  expense  of  the  company,  and  they 
shall  either  make  a  special  report  on  the  said  accounts,  or 
simply  confirm  the  same."6  The  requirements  of  this 
and  other  early  British  acts  were  found  to  be  inadequate 
in  some  respects.  In  1862  the  companies  act  made  the 
powers  and  duties  of  auditors  more  specific.  Auditors 
were  continued  as  the  independent  representatives  of  the 
company  appointed  by  the  shareholders.  As  a  matter  of 
organization  the  first  auditors  were  to  be  appointed  by  the 
directors,  but  all  subsequent  auditors  were  to  be  appointed 

eg  and  9  Viet.,  c.  16,  par.  101-8. 
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•!M-  company  in  gen.  ™l  meeting.  It  wan  made  an 
obligatory  to  appoint  i ml*  |><*ndent  auditors  as  it  -,\na  to 
elect  officer*,  and  if  auditors  were  not  elected  in  th.-  man- 
ner prescribed,  it  waa  made  the  duty  ..i  the  board  of  trade, 
on  appli* -ation  of  not  lorn  than  five  shareholders,  to  appoint 
auditors  for  the  current  year  and  fix  th  itkm. 

itora  were  required  to  examine  the  balance  sh« .  t    with 
the  account*  and  the  vouchers  relating  th.-r.-t...  at 
make  a  report  t..  th.-  shar.-!»..Mrrs  upmi  th.-  a.-.-uracy  of  all 
statements    of    fact    contain. -d    in    the   accounts.     Powers 
were  -,n  th«-  aniiiton  to  have  furnished  t«.  th.-m 

a  full  list  of  all  records.  Officers  were  required  to 
i  itors  access  to  records  at  all  reasonable 
times,  and  in  case  explanations  or  information  were  re- 
quested from  the  directors  or  officers,  the  auditors  were 
to  report  to  the  shan-hnld.-rs  whether  su.-h  «  \plan 
and  inform.!  I  been  satisfactoi 

Verification  of  Cajntnl  An -OI/H/.—  In   1S07,  the  railway 
companies  act    \  that  "No  dividend  shall  be  de- 

(1  by  a  company  until  th.'  auditors  have  certified  that 
th.-  hah  .posed  to  be  issued  contain 

a  full  and  tru--  -.1;.  inent  of  the  financial  condition  of  the 
company,  and  that  the  dividend  proposed  to  be  declared 
on  any  share  is  bona  fide  due  thereon  after  charging  the 
reven  :he  half  year  with  all  expenses  which  ought 

to   be    pai«l    th.-r.-.-ut    in    the    judgment    «>f    tin-    auditors; 
.    and  the  auditors  may  examine  the  books  of  the 
company  at  all  reasonable  times,  and  may  call  for  such 
further  accounts  and  such  vouchers,  papers,  and  inf.- 

us  th,  \  think  fit,  and  the  directors  and  officers  of  the 
•  •••I  1 1  puny  shall  produce  and  give  the  same  as  far  as  th.-y 
can,  and  the  auditors  m  >e  to  certify  as  aforesaid 

until  they  h;  \.d  th«    same;  and  the  auditors  may 

at  any  time  add  t..  th. -ir  .»r  issue  to  the  share- 


25  and  2«  89,  tehed.  1,  table  A.  par.  8S-M. 
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holders  independently,  at  tin-  cost  of  the  company,  any 
inent  respecting  llu-  financial  condition  and  prospects 
(»f  the  company  which  they  think  material  for  the  informa- 
tion of  the  shareholders. "  • 

Protection  of  Shareholder  and  Creditor,  the.  Central 
Thought. — The  British  law  is  not  only  most  ample  in  re- 
quiring of  corporate  tnistees  that  a  full  and  true  record 
be  kept  of  all  transactions  reflecting  their  acts  and  re- 
sponsibility, and  that  an  independent  verification  be  made 
of  such  records,  hut,  what  is  quite  as  essential  to  the  pro- 
tection of  shareholders'  and  creditors'  rights,  that  this 
evidence  when  collected  and  digested  shall  be  placed  in 
the  hands  of  the  beneficiaries  of  the  trust.  Furthermore, 
the  responsibility  of  the  author  for  the  truth  of  statements 
made  over  his  certificate  was  definitely  fixed  by  making 
him  personally  liable  to  fine  and  imprisonment  for  wilful 
false  certification.  The  companies  act  of  1862  provided 
that  "A  printed  copy  of  such  balance  sheet  shall,  seven 
days  previously  to  such  [regular]  meeting,  be  served  on 
every  member  [shareholder]."9 

Statutory  Provisions  for  Preservation  of  Evidence. — 
Consideration  should  be  given  to  British  requirements  for 
the  protection  of  the  records  themselves.  Important 
among  these  is  the  larceny  act  of  1861,  which  provides  that 
whenever  a  director  of  any  body  corporate  shall,  with  in- 
tent to  defraud,  omit  to  make  a  full  and  true  entry  of  a 
transaction  by  which  any  of  the  property  of  the  company 
shall  be  diverted  to  an  improper  use,  shall  be  guilty  of  a 
misdemeanor.10  And  a^ain,  "If  any  clerk,  officer,  or  serv- 
ant, or  any  person  employed  or  acting  in  the  capacity  of 
clerk,  officer  or  servant  shall,  wilfully  and  with  intent  to 
defraud,  destroy,  alter,  mutilate,  or  falsify  any  book,  pa- 

•  30  and  31  Viet.,  c.  127,  par.  30. 

•  25  and  20  Viet,  c.  80,  sched.   1,  table  A,  par.  82. 
10  24  and  26  Viet,  c.  06,  par.  S: 
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per,  \\rit  m/.  valuable  security,  or  account  win--!.  I  -longs 
ii  poaseation  of  bia  empln\«  r.  <*r  haa  been  ree« 

r  on  IK- 1 1  is  employer,  or  ahall  wilfully 

and  with  intent   t<>  d< -fraud  make  or  concur  in  making 
.ii,  or  omit  or  alter,  or  concur  in  <•  uniting 
or  altering,  any  particular  from  or  in  any  aucb  book,  or 
any  document,  or  account,  tin  n   in  •  \.  ry  aucb  ca* 
person  ao  offending  ahall  be  guilty  of  a  misdemeanor 

To  protect  the  shareholder  and  the  public  still  furth.  r 
against  misinterpretation  and  failure  of  duty  on  the  part 
trustees,  section  84  of  the  larceny  act  pro- 
vides: "Whosoever,  being  a  director,  manager,  or  public 
officer,  of  any  body  corporate,  or  public  company,  shall 
make,  circulate,  publish  or  concur  in  making,  circulating 
or  publishing,  .my  written  statement  of  account  which  he 
shall  know  to  be  false  in  any  material  particular,  with  in- 
tent to  deceive  or  defraud  any  member,  shareholder  or 
tor  of  such  body  corporate  or  public  company,  or 
with  intnit  to  induce  any  person  to  become  a  shareholder 
or  part  n  n,  or  to  entrust  or  advance  any  property 

to  such  body  corporate  or  public  company,  or  to  ent. •?• 
any  security  t,>r  the  benefit  thereof,  ahall  be  guilty  of  a 
misdemeanor/1  the  penalties  therefor  being  as  above  set 
fmth.     All  «»f  these  several  classes  of  legal  provisions  are 
frequent,  it  may  be  said  general,  in  American  statutes, 

THE  DOUBLE  BALANCE  SHEET  AS   AN   INSTRUMENT   FOR  PRO- 
TECTION OP  CAPITAL 

If  we  are  to  be  logical  in  our  concept  of  capital,  if  we 
are  to  construct  a  statement  of  the  resources  and  liabilities 
of  a  company  according  to  the  spirit  and  intent  of  the 
common  law  of  corporate  trusteeship  and  statute  law  re- 
straining the  officers  of  corporations  from  declaring  divi- 
dends out  of  capital,  we  must  look  upon  the  capital  funds 

»  88  and  W  Viet,  e.  24. 
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and  resources  as  a  part  of  the  estate  I  I'm-  «mtinn 

ous  or  permanent,  productive  use.  Following  good  ac- 
.•..imtini:  pm.-tii-o,  assets  \vhidi  ,-ire  reserved  for  a  definite 
use  should  be  set  up  as  a  separate  fund,  against  which  the 
obligation  creating  the  reservation  may  be  stated.  In  case 
"f  tnM  funds,  this  practice  is  universally  recognized. 
Capital  in  contemplation  of  law  is  a  trust  fund  in  the 
hands  of  the  officers. 

British  Law  Requires  Separate  Account. — In  American 
corporate  practice,  however,  the  capital  of  a  railroad  cor- 
tion  has  not  been  treated  as  a  trust  or  reserve  fund, 
and  it  may  be  said  that  while  British  statute  law  has  re- 
quired for  capital  a  separate  account,  as  has  been  }><>int<  <1 
out,  the  prescribed  form  of  accounting  is  not  wholly  con- 
sistent. The  form  of  capital  account  described  above  calls 
for  a  separate  statement  of  the  original  cost  of  capital 
resources,  opposed  to  which  is  a  statement  of  the  several 
sources  from  which  the  capital  has  been  obtained.  The 
law  also  contemplates  that  all  proper  charges  against  rev- 
enue account  shall  be  set  up  in  the  determination  of 
profits,  and  as  a  condition  precedent  to  dividends,  but 
these  expense  charges  when  in  the  nature  of  depreciation 
reserves  and  losses  of  capital  due  to  casualty  and  unfore- 
seeable causes,  are  not  required  to  be  included  in  the  capi- 
tal account.  The  capital  receipts  and  expenditures  alone 
are  entered,  while  depreciation  reserves  and  capital  losses 
are  required  to  be  stated  in  the  consolidated  balance  sheet, 
win  re  they  are  entered  without  distinguishing  such  capi- 
tal reductions  from  current  assets  and  liabilities.  To  get 
at  true  results,  the  balance  sheet  must  be  analyzed  and  a 
new  capital  account  constructed. 

American  Practice  in  Violation  of  Principles  of  Law. — • 
American  practice  has  been  many  times  more  vicious  in 
that  in  most  railroad  financial  statements,  there  has  been 
no  attempt  to  distinguish  capital  resources  from  current 
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resource*,  and  there  has  been  no  regard  for  the  truth  even 
in  the  atatement  of  the  amount*  and  sources  of  capital 
actually  obtained  by  the  corporation.  Common  law  j 

s   nf  trust.-r.ship  and  statutes  for  the  protection  of 
il   against   impairm.-nt   are  openly  violated  without 
fear  on  the  part  of  corporate  managers  nf  tli.-ir  being 
h-  M  to  account      In  many  instances  shareholders  are  as 
uninformed  after  reading  a  published  balance  sheet  as  if 
none  n  rendered.    Dividend*  have  been  declared 

>f  capital;  corporate  estates  have  been  wasted;  rail- 
roads have  been  reduced  to  bankruptcy  by  their  officer* 
without  any  suggestion  .  ith-  r  in  a.-,-,,untx  or  reports  as  to 
the  fact*     And   while  this  waa  being  done,  shareholders 
and  creditors  have  been  led  to  believe  that  the  corporation 
waa   in   a  sound   financial   condition.    Corporate  estates 
have  been  managed  for  the  benefit  of  trustee*;  published 
ment*  have  been  used  for  the  manipulation  of  the 
market    and   the   enhancement  of  private   fortunes 
through  stock  deals;  in  fact,  the  whole  purpose  of  one 
transportation  enterprise  after  another  has  been  subverted 
to  the  private  interests  of  those  who  were  in  possession 
and  who  alone  knew  the  facts.     Even  directors  have  been 
so  ignorant  of  the  true  state  of  affairs  that  the  officers 
have  been  permitted  to  act  in  open  defiance  of  public  law 
and  business  morality  for  years  without  even  arousing  a 
in      All  of  these  practices  have  been  made  possi- 
ble, not  by  reason  of  any  defect*  in  the  principles  of  law 
i  corporate  trustees  may  be  held  to  strict  account, 
but  by  reason  of  lack  of  information  a*  to  the  fact*. 

>ict  Information  a  Primary  Necessity. — American 
shareholders,  creditors,  and  the  public  a*  well  aa  legis- 
lators have  failed  to  appreciate  the  importance  of  in- 
formation aa  a  basis  for  judgment.  Until  there  is  a 
clear  perception  of  the  trn  -  of  the  capital  ac- 

count, not  only  may  we  expect  that  American  capital 
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will  imt  be  protr.-ted.  but  corporate  management  its.  If  may 
be  misled.  Officers  desirous  of  performing  their  full  duty 
toward  the  trust  in  their  hands  may  consent  to  tin-  wast- 
ing of  the  corporate  estate.  Without  a  true  statrmeiit  of 
capital  account,  corporate  administrators  may  not  only 
fail  to  protect  vested  interests,  but  all  their  < -ah -illations 
and  the  calculations  of  the  public  as  to  cost  of  operation, 
charges  at  which  service  may  bo  profitably  rend.-ivd.  n  t 
returns  or  surplus  available  for  distribution  in  dividends, 
may  be  ill  founded;  and  steps  taken,  supposedly  in  tin- 
interests  of  the  corporation  or  of  the  public,  may  tend 
toward  ultimate  failure,  the  discredit  of  the  officers, 
and  the  impairment  of  the  property.  Until  we  arrive  at 
a  capital  account  which  will  protect  corporate  investments, 
we  may  not  hope  for  the  greatest  success  in  the  mana Ce- 
ment of  the  great  undertakings  in  which  American  sav- 
ings have  been  embarked. 

Interstate  Commerce  Commission  Balance  Sheet. — Even 
those  who  have  been  most  vigorously  opposed  to  the  idea 
of  government  supervision  of  the  affairs  of  corporations 
must  concede  that  much  good  has  resulted  from  the  orders 
promulgated  by  the  interstate  commerce  commission  to 
govern  the  methods  by  which  railroad  corporations  shall 
keep  accounts  and  present  reports  of  financial  condition 
and  of  the  results  of  operation.  Until  1907  there  was  no 
standard  classification  of  assets  and  liabilities  and  no  uni- 
formity of  practice  in  accounting  and  reporting ;  each  rail- 
road employed  the  method  which  best  suited  its  officers. 
In  1909  and  1910  the  interstate  commerce  commission  pre- 
scribed a  form  of  general  balance  sheet.12  In  the  prep- 
aration of  this  order  it  was  confronted  with  conditions 
which  made  it  difficult  to  reach  even  a  tentative  conclu- 
sion which  would  not  operate  with  undue  severity  upon 

12  Interstate  Commerce  Commission,  Form  of  General  Balance 
Sheet  as  Prescribed  for  Steam  Roads,  first  issue  1909,  first  revised 
issue  1910. 
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one  or  another  of  the  corporations  concerned.    It  therefore 

d  suggestions  from   interested  partial  in  order   t<> 

•   all  the  factors  of  the  problem.    Upon  the  •*- 

sum!  t   the  subject  is  still  open  to  discussion,  it 

•  hit  there  are  certain  essentials  to  good  judg- 
ment and  certain  definite  dements  \\hi.-h  are  yet  to  be 
D  into  account  before  all  partis  rest  may  be 

supplied  with  the  basis  for  full  and  intelligent  considers- 

roblera  of  management  of  the  estates  of  those 
corporations  which  are  charged  with  the  responsibiliti- H 

riers.    These,  it  is  further  submitted,  may  be 
best  supplied  through  tii  •  balance  sheet,  the  pur- 

pose of  which  is  to  make  possible  a  showing  of  the  capital 
account  separate  and  di*  m  the  statement  of  Cur- 

rent or  working  assets  and  liabilities.  The  form  of  sum- 
mary consolidated  balance  sheet  is  offered  for  considera- 
ti"M  as  a  means  by  whi.-h  the  <-s.s<  ntial  relations  of  capital 
and  non-capital  assets  ami  liabilities  may  be  presented. 
(See  page  128.) 

This  outline  or  summary  consolidated  balance  sheet  is 
expanded  to  include  all  of  the  items  prescribed  by  the  in- 
tentate  commerce  commission  on  the  pages  following.  In 
.ring  such  a  re-arrangement  the  writers  are  conscious 
of  doing  violence  to  certain  accepted  theories.  Further- 
more, they  are  conscious  of  certain  inconsistencies.  These, 
however,  are  largely  due  to  certain  practices  which  have 
grown  up  in  American  railroad  accounting  and  financing 
in  vi<>l.i! i. >M  ,,t  principles  of  good  management.  Good 
management  would  insist  on  a  strict  accounting  for  in- 
vested capital  and  the  protection  of  an  entrusted  estate— 
an  estate  in  which  the  people  who  are  served  and  the  gov- 
ernment as  the  agency  of  general  welfare  have  quite  as 
much  at  stake  as  have  the  investor.  The  interests  of  all 
demand  that  ultimately  a  careful  account  be  kept  which 
will  enable  the  int. -rests  of  public  and  investor  to  be  har- 
monized on  a  plane  of  equity  and  fair  dealing. 
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SU<  ;•  nuMi  OF 

CAPITAL  ASSETS   (Investments  and  Funds) 

1.  Invested    capital  181000000 
a.  Road   and   equipment    (cost)    ...165.000.000 
Leu    reaerve     for    accrued     de- 
preciation   ...                           6,000,000  $60,000.000 

08t>     ~~  30,100,000 

a)  Proprietary,    affiliated,    and 

controlled   companies    ....  20.000,000 

b)  Issued    or    assumed    10,000,000 

,    .     ^  30.000,000 

2)   I  npli'.lK.Ml: 

a)  Proprietary,    affiliated,   and 

controlled   companies    100.000 

c.  Other    Investments    (net    cost)..  900000 
1)  Advances    to   proprietary,    af- 
filiated,   and  controlled    com- 
panies             100.0,00 

C)  Miscellaneous     investments...        800,000 

Physical  property..  .$100,000 
Securities  pledged..  400.000 
Securities  unpledged  300,000 

2.  Capitalized    Fund    Resources    $19  000  000 

a.  For     working     capital     (provided 

for  by  issues  of  securities  and 
appropriations  from  surplus. — 
See  current  account)  11,500,000 

1)  Appropriated  from  proceeds  of 

securities   9,600.000 

2)  Appropriated  from  surplus....     2,000,000 

b.  For  construction  and  equipment.  600,000 

1)  Cash  100,000 

2)  Securities  400,000 

c.  For    additions    and    betterments.  600,000 

1)  Cash  50,000 

2)  Securities      of      company      in 

treasury   150,000 

3)  Work  in  progress  and  advances 

on  contracts  not  completed..        200.000 

4)  Security   deposits    .„ 100,000 

d.  For  Insurance   1.000.000 

1)  Cash     100.000 

2)  Investments    *900,000 

e.  For  providence  to  employees 500,000 

1)  Cash     100.000 

2)  Investments    *400,000 

f .  For  sinking  fund   5.000,000 

1)  Cash    100.000 

2)  Investments    •4,900,000 

Total   capital    $100.000.000 


•  v,,te — Of  thf  capitalized   funds,   the  following  amounts  have  been 
•  •d  In  securities  Issued  by  the  company:   (a)  the  Insurance  fund, 
$800.000;  (b)  the  providence  fund,  $300,000;  (c)  the  sinking  funds,  $4,- 
900.000;   total   $6,000,000.     For  details,   see  schedule. 
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unextlnculshed 
count   on   securlilr*. 


..M(  (  58S5i  .1  ••    f-....'.-.i 

''  ' 


t)  Receivers'  certifcate*  issued 


action  * '  and ' "  'equip- 


b)  Additions   and   betterments 
I)  Matured  secured  liabilities  un- 

1)  Plain   bonds.' '  debentures,*  *  and 

notes    

b.  Unsecured    credit    llsbllltles 

2)  ni.liicullnn*    f»r    udvanre*    .. 

a)  Construction      and      equip- 

b)  A&mons' and' 'betterments        m&t 

S)  Open  accounts 

a)  Construction     and     eqm 

men  t  SOO.OOO 

b)  Additions  and   betterments       600^000 

Matured 
unpaid    . 

2.  Obllsjatlons  to  shareholders  for  capital: 
a.  Capital    shares    Issued     (amount 
Authorised     $40.000,000). . 
i*ar  vslue  of  ahares  Issued 
a)  Common   shares 

red  shares  20.000.000 

)  Debenture  sha 


d)  Receipts     outstanding 
Installments    paid 


discounts  on 
Premiums 

>h;iros    .. 


i>ti 


b.  Appropriations    to    capital    from 
surplUM  for 

Conntructton  and  equipment   . 
and    betterments... 
Capitalist 


1  • 

:•  M    Ml 
MMM 
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1.000.MO 

l/"'"/ 
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10,000.000 
1.000.000 


;•  a  g 
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a)  Insurance 


Providence   for   employees, 
•iklns;    fund* 

3.  Temporary    advances     from    current 
account 

Total  obligations  for  capital 
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STKP  i  <>I;M  Of 

CURRENT  ASSETS  AND  ITEMS  IN  SUSPENSE: 
1.  Available  for  payment  of  ru 

b'".'  $15,000,000 

a.  C  ash  t  7  nno  nnn 

1)  DepwIU  subject  to  <l  \ .'  if  6,900,000 

2)  Special       deposits 

/unds)    100  000 

3)  I«  agents    ami 

500,000 

4)  Winking    funds     in     hands    of 

«fMlt»   ...  400,000 

5)  Other  cash  and  cash  items...        100.000 

b.  Marketable  securities    6,000,000 

1)  IKSUCS  In  treasury  for  work- 

IMK-    funds    6,000,000 

2)  Other    1,000,000 

c.  Credit  assets    2.000.000 

1)  Loans  and  bills  receivable....        400,000 

2)  Traffic    and    car    service    bal- 

ances   due    from    other   com- 
panies      500,000 

3)  Net  balance  due   from   agents 

and   conductors    700,000 

4)  Temporary    advances    to    ; 

prletary,    affiliated,    and   con- 
trolled companies    100,000 

6)  Miscellaneous      accounts      re- 

ceivable            100.000 

6)  Accrued  income  not  due   100,000 

7)  Other  current  accounts  avail- 

able to  meet  liabilities  when 

due   100,000 

2.  Available  for  future  expenses  only..  2,000.000 

a.  Expense    advances ». 1,000,000 

:-nts  and  insurance  prepaid..        500,000 

2)  Taxes  paid  in  advance    400,000 

3)  Other  expense  advances 100,000 

b.  Materials   and   supplies    1,000,000 

3.  Temporary    advances    to    capital    ac- 

count      000,000 

4.  Debit  items  in  suspense 3,000,000 

a.  Unaudited       and       undetermined 

claims    and    assets   accrued    or 
accruing    500,000 

b.  Properties   abandoned  chargeable 

to    operating    expenses 2,000,000 

c.  Other  suspense  or  deferred  debit 

Items   500,000 

Total  current  assets  and  items  la 

suspense    $20,000,000 
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CURRENT  BALAJ*  i:  silKBT 
K  RENT  1.:  >4k  RMBRVM.  AND  SURPLUS 

1.  Cur  f  3.700000 

I  2.000.0*0 
it  matured 

payable  :        100.000 

.-.,r     «*r.  ;..      i..tl 

, 

l<-h«m".nd". 

\PT.fkU,  ^d  V«IH-C-       du         t  ,        S00<000 


•)  Matured  tnlc»rt»t 
payable 


s 

crulnff     .  SOO.OOO 

4)  Other   credit   Item-  100.000 

**  RT5^ln*?ilSJna;JirT!?.t. .??!!?.  ™  14.fM.fM 

e»  Opera ti na*  rveervoe   .  <    ' '""' 

I,.   \V,,rklMK'   .-apJi.il    nvrv.s    U^MM 

«proprlated  out  of  >urplu«..    2.000.000 
Appropriated   out   of   proceed* 
of  talea  of  aeourltlee. . 
c.  Reserve  for  debit   Itenu   In   HUM- 


•»  (J j.j,) 

I.  rnappruprUitrd   NurpVuW    :..;;........  1.400.000 


and  uurplua  $JO.OOO.OO« 


BUM  MARY    CONSOLIDATED    BALANCE    SHEET 

(\PITAL  ACCOUNT 
A88BT8  $100,000,000 


1.     Invested  capital    . .  $81,000.000 

Road  and  equipment  .$50,000,000 
Securities    and    other 
Investments    31,000,000 


2     Cnpltnllzed    funds    19,000,000 

LIABILITIES  AND  RESERVES..  ..$100,000,000 


1.  Obligations  to  creditors  for  capital  $40,000,000 

Secured     *:u.r>m.oOO 

Unsecun.l      (5,100,000 

2.  Obligations    to    sl.an -II..I.I.TS     59,400,000 

Subsrril.,.,1    capital    ...  41,000,000 
Appropriations   to  cap- 
ital from  surpl»«      •   18.400,000 


CURRENT    ACCOUNT 
ASSETS  $  20,000,000 


1.    Available    for   payment   of   current 

liabilities     $15,000,000 

Cash    $  7,000,000 

Other  8,000,000 


2.  Available  for  future  expenses  only  .     2,000,000 

3.  Debit  Items   In  suspense    3,000,000 


LIABILITIES  AND  RESERVES $  20,000,000 


1.    Credit    liabilities    $  3,700,000 

Due  and  payable   $2,000,000 

Maturing    or    accrued, 
not   due    1,700,000 


2.  Reserves  against  current  assets  and 

items   in   suspense    $14,900,000 

3.  Unappropriated  surplus    1,400,000 
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OHAP  HI 

!Di  i:\no\s    IN    M  VIM  I  N  \NCE  AND  AD- 
Ml  !<»X8  AND  BETTERMENTS 


o/  Management.—  The  three  primary  problems 

of  iiianau'.-Mi.-nt   |]  capi- 

tal renounces  frnm  tin-  «  tT.Tt*  of  watte  and  of  wear  and  tear; 
operation,  or  the  iuk»  <>f  tin*  organization  and  capital  re- 
aourcee  so  as  to  return  to  the  corporation  the  largest  profit 
consistent  with  its  purposes;  and  distribution  of  surplus, 
or  the  appropriation  of  the  net  profits  of  operation  in  a 
man  i!  h  will  best  conserve  the  interests  of  all  par- 

ties concerned,  win  -t!  se  capital  resources  or  to 

make  a  return  to  the  shareholders  in  the  form  of  divi- 


MAINTENANCE 

Elements   of   M  The    principal   subjects  of 

administrative   responsibility    pertaining  to   maintenance, 

or  the  protection  of  the  corporate  estate,  are  displayed  as 

separate  items  in  the  form  of  balance  sheet  set  forth  in 

;  rv...  hug  chapt-  se  subjects  are:  "road  and 

•  .|uipni'-iit  "  ;  "securities  of  other  corporations/'  whether 

•  •ontn.lled,    or    affiliate*!;     ••inv.-stin.-nts    in 

properties  and   enterprises   not  directly   concerned    with 

transport.!  ti<  n,  '     ;m<l          :  vitalized    funds." 

viewpoint  of  finance,  maintenance  has  to  do  with  expend- 

ing or  setting  aside  out  of  earnings  or  income,  amounts 

adequate  for  up-keep.  i.e.,  sufficient  to  preserv.    the  integ- 

rity  of  tli.    invested  capital  or  funded  estate.    Prom  the 

i    management,    m.-iint.  -nance   has  to  do  with 

•uinini:  uh.it   aiMounts  should  be  provided  for  each 

variety  of  pi  ili/.ed  fund  representing  the 

10 
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investment    «.r    funded   estate.     The   administrative 
.rat  inns  incident  to  the  protection  of  the  first  <>l  tin-  classes 
above  specified,   \  -ad  and   equipment,"    Tall   under 

two  general  classical  ions,  maintenance  of  way  and  struc- 
tmvs.  and  maintenance  of  equipment.  Tin-  cost  ..!'  both 
is  a  necessary  part  of  operating  expenses.  Tin-  determin- 
at i<>n  of  maintenance  requirements  is  a  pn.M.-m  of  great 
••oiuplrxity,  on  account  of  the  number  and  variety  ••!'  prop- 
erti.s  which  must  be  considered.  I'pon  its  managerial 
side,  maintenance  may  be  classified  under  the  heads,  "re- 
pairs." "  ivplaermrnts,"  and  ''depreciation/* 

Repairs  and  Replacements. — If  only  such  amounts 
should  be  withdrawn  from  revenues  as  are  needed  to  re- 
pair parts  which  have  hccnme  broken  or  worn  out  in  Berv- 
ice,  the  capital  would  be  rapidly  depleted.  A  large  part 
of  the  wear  and  tear  incident  to  operation  cannot  b 
paired.  Every  train  which  passes  over  a  track  removes  a 
thin  film  of  steel  from  the  surface  of  the  rail.  K\«  i\ 
stroke  of  the  locomotive  and  every  revolution  of  the  wheels 
contributes  to  the  gradual  wasting  of  tin  property.  Rains 
and  droughts,  frosts  and  thaws  alike  have  a  disintegrat- 
ing effect  upon  the  materials  of  the  roadway,  structures, 
and  equipment.  When  the  property  is  kept  in  the  best 
current  repair  that  is  practicable,  there  is  still  much  to  be 
done.  Current  financial  provision  must  be  made,  there- 
fore, for  replacement  when  necessary,  whether  from  con- 
siderations of  safety  or  of  economical  operation. 

Depreciation. — In  order  that  the  wear  and  tear,  or  phys- 
ical deterioration  which  may  not  be  currently  repaired 
may  be  adequately  provided  for,  an  amount  sufficient 
finally  to  replace  the  property  in  its  original  condition 
may  be  set  aside  out  of  revenues.  This  may  take  the  form 
of  a  renewal  or  depreciation  fund,  against  which  renewals 
are  to  be  charged  when  made.  Such  a  fund,  if  adequate, 
should  cover  every  element  ol  wasting  assets.  Patent 
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type*   of   earn    and    locoraotivea   bee«aa 

ik'ea  and    tunnel*   are    f<mn.l    to   be   too 

small   to  accommodate   l.n-.-r  and  heavier  trains     Hence 

aritea  the  neceaaity  of  setting  axi<i«-  --u'  «'nt  reve- 

nueaofh  I  in  vestment  and 

isure  aafe  an  mi. -al  •-:  the  property. 

\       OapitSJ      arroimt       \\lljrl,      s||,,x\s      Until  till-     lit 

vetted  capital  aa  rep  react.  tHses  of  prop- 

ertiea  doea    i  f«>r    thr 

manager,  nor  doea  it  prrmit  tin   iim-stor  to  judge  int. -Hi 

tf.-MtU    as    to   tin-   rtV  T   tin-    managem*  Actual 

latea  baaed  upon  e.\  simuld  be  prepared  to 

uli.it  ani'tunta  nhould  be  aet  aside  or  expended  for 

inaintenan  •      Tli.  r,  sin  mid  he  property  records  and  main- 

•ice  accounts  \\hi.-h  \\ill  sli<>\\  m  d- -tail  the  experience 

years,  and  also  whether  these  - 
n  inenta  have  been  met;  and   inspections   and   ap- 
praisals by  engineers  should  be  made  from  time  to  tim*- 
>»wisil)le  errors  in  the  estimates.     If  any 
n-se  precautions  is  not  observed  or  if  the  method  of 
assembling  and    presenting  thr    iv^um-d    information   is 
unsat  .  the  corporation  and  thr  interest  of  the  in- 

vestor may  be  seriously  endangered. 

What,  iindt  r  thr  int<  istatr  commerce  commission  rules, 
is  en  --newals  account."   is  merely  an  adjustment 

account  to  \\hich  is  charged  that  portion  of  the  capital  as- 
sets going  out  of  use  \\hi.-h  has  not  been  covered  by  th. 
depreciation  charges  up  ient.  To 

the  renewal  account  is  also  credited  any  amount  whi<h 
may  be  received  aa  salvage. 

Maintenance    of    Subsidiary    Properties. — The    invest- 
innits  in  securities  ol  -11.-.!.  and  alli.-d 

corporations  also  should  be  fully  set  forth.  The  capital 
account  should  show  not  only  th  rial  cost  but  also 

what  provision  has  been  made  for  extinguishing  any  dis- 
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count,  or  l'«>r  aiuorti/ation  of  any  premium  nn  bonds 
which  have  been  provided.  Shares,  whether  acquired 
above  or  below  par,  even  when  carried  at  :nnot 

be  adequately  protected  unless  the  managers  of  tin-  in- 
vested estate  maintain  careful  watch  over  the  properties 
which  they  represent  ;ii), |  over  the  manner  in  which  they 
are  operated.  Good  management,  also,  would  require  care- 
ful consideration  as  t<>  the  relative  advantage  of  retain 
ing  control  of  subsidiary  properties,  or  of  providing  like 
facilities  through  purchase  or  construction.  We  an  ,-,,n- 
cerned  with  the  asset  account  "other  investments"  which 
in  the  interstate  commerce  commission  classification  com- 
prehends four  classes  of  property  investment:  (1)  ad- 
vances to  proprietary,  affiliated,  and  controlled  com- 
panies; (2)  investments  of  a  permanent  nature  in  phys- 
ical property  other  than  that  held  for  the  operation  of 
the  company's  property  as  a  transportation  agency;  (3) 
securities  of  companies  and  organizations  pledged  as  col- 
lateral; and  (4)  securities  of  like  nature  which  are  held 
unpledged.  As  advances  to  controlled  companies  are  un- 
secured, there  is  need  for  care  that  those  companies  be 
protected  from  the  danger  of  foreclosure  by  secured  credi- 
tors. There  is  need  for  care,  also,  that  construction, 
equipment,  and  additions  and  betterments  financed 
through  advances,  shall  add  a  proper  amount  to  the  value 
of  the  subsidiary  property.  Investments  in  physical 
property  not  concerned  with  transportation — mines,  lands, 
industrial  plants,  etc. — should  be  made  with  the  same 
care  and  foresight.  When  such  properties  are  once 
purchased,  the  protection  of  the  investment  requires 
that  adequate  provision  be  made  out  of  revenues 
for  repairs,  replacements,  and  depreciation.  Manage- 
ment of  securities  pledged  as  collateral  requires  that  the 
margins  be  kept  up,  so  as  to  avoid  the  possibility  of  Io<s 
through  forced  sale.  Whether  securities  are  pledged  or 
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unpledged,  ampli  n  should  be  made  for  the  amor- 

•  >ii  of  any  premium  or  the  extinguishing  of  any  dia- 
1  "ii  tin-  bonda. 

Maint*  mince    of    Capitalized    Fund*. — Management    of 
•  I  fund*  requires  tbat  ir  be  given  t..  th- 

>X  aaide  out  of  revenue  or  tin-  funding  of  am< 
sufli-  .  the  eompany   from  aeeruing  obliga- 

sln.ii  reaervea  are  made;  alao  to  tin-  investment 
or  use  of  these  funds  in  auch  manner  that  they  may  not 
There   are   several    claaaea   of  capitalized 
fun. Is  maintained  by  a  •  rking  capital  funds, 

eonstni'  ti-  M  and  •  <|iii|>t!i<-ut  fund  for  additions  and 

ing   funds,   •  .ranee,  provi- 

'i  funds,  and  property  insurance  funds. 
W<>/  '  /'utid*.—  ing  capital   fund  is 

an  amount   provided  or  appr  i    for  use  as  working 

assets  of  the  company  A  full  account  of  investment 
would  suggest  th.it  tin-  trustees  appropriate  from  con- 
trilnit.  <l  ( iipital  or  surplus  such  amount  as  might  be  used 
to  advantage  as  a  working  fund.  Tli  i  required  of 

bankers  un.|.-r  tii.    national  bank  act,  tlit-rcby  making  it 
neceasary  that  the  officers  of  the  company  show  whether 
have  protected  the  working  cap  allowed  it  to 

become  impaired.  In  American  railroad  practice,  in 
•oration  practice  generally  other  than  bank- 
ing, in-  .  M.I  tin  his  has  not  been 
done.  Assuming  a  distinct  funding  act  on  the  part 
of  a  board  of  directors,  and  assuming  that  a  separate 
tal  an-. .nut  N  K  only  would  the  capital  account 
ahow  the  am-  tinmt  to  be  accounted  for  aa 
ML:  rapiial,  but  the  statement  of  current  assets  and 
liabilities  would  also  appear  in  such  form  of  statement 
aa  to  ahow  all  parties  concerned  whether  the  fund  thus 
set  aside  is  being  currently  maintained.  To  determine 
the  status  of  working  capital,  it  would  be  necessary  to 
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show  not  only  cnsh    ;in<l    aCCOtintl  ihh-   available   for 

meeting  current  liabilities,  hut  also  tin-  investment  repre- 
sented in  "assets  available  for  future  expenses  only." 
With  cunvnt  assets  at  real  i/.at  ion  value,  as  an  offset  to 
current  liabilities  and  Ntenrei  inrlu«liu^r  tlir  working 
capital  reserve,  the  resulting  balance  would  show  either 
the  amount  of  surplus  available  I'm-  further  capital  us. 
<»r  for  dividends  or  the  amount  by  which  the  working  capi- 
tal lias  been  impaired. 

Construction  and  Equipment  /•'//xJx. — A  capitalized 
fund  for  construction  or  equipment  may  be  created  from 
the  proceeds  of  sales  of  securities  or  by  appropriation 
from  free  surplus.  Without  definite  acts  of  appropria- 
tion and  without  a  capital  account,  the  management  of  the 
company  is  left  free  to  render  any  account  of  amounts 
available  which  may  best  suit  its  purpose.  When  such 
a  fund  is  created,  outlays  for  construction  or  for  equip- 
ment are  chargeable  against  it  so  long  as  a  balance  re- 
mains. The  protection  of  the  investment  lies  in  permit- 
ting only  such  charges  as  are  in  the  nature  of  new  con- 
struction or  new  equipment.  As  the  fund  is  depleted,  tin- 
capital  becomes  represented  in  the  road  and  equipment 
account. 

funds  for  Additions  and  Betterments. — A  fund  for  ad- 
ditions and  betterments  is  of  the  same  character;  and  it 
may  be  created  in  like  manner  as  construction  and  equip- 
ment funds.  If  the  amount  chargeable  is  less  than  two 
hundred  dollars  for  any  improvement,  considered  as  a 
whole,  the  interstate  commerce  commission  allows  the  option 
of  charging  the  amount  expended  to  operating  expenses 
as  a  renewal  or  to  the  appropriate  account  under  addi- 
tions and  betterments.  This,  however,  does  not  apply  to 
right  of  way  and  station  grounds,  real  estate,  sidings  and 
spur  tracks,  terminal  yards,  or  fencing  right  of  way.1  In 

'  IntiT-t:itr  Commerce  Commission,  Classification  of  K\|H •mlihm-s 
for  Additions  and  !'.<  tt<  rm<  nts.  first  revised  issue,  1010:  18. 
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practice,  d«-tinite  appropriations  are  seldom  made  to 

Mii-l.  .in  tin-  ii'.'.   <  laKMification  frffffff1*  effective, 

road  management  accounted  aa  it  chow  for  in 

Sin  ;M/>.  —  A  tanking  fund  is  a  fund  •  rvated  by 

setting  aaide  out  of  assets  or  accumulated  profits, 

amna  of  money  to  provide  f«-r  tin-  payment  of  all  or  a 
part  of  the  i  >  of  a  debt  'Hi  la  may  be  done  either 

by  placing  stated  amounts  on  deposit  to  accumulate  at 
st,  or  I-  it;  the  money  to  Kinking 

fmnl  trustee.  tli  .M.I  nut  nf  i.-ach  of  the  di- 

rectors.  A  sinking  fund  may  consist  of  either  cash  or 
securities.  Cash  on  deposit,  however,  will  y  it-Id  but  a 
low  rate  ii  It  is  customary,  theref  rivest 

the  sinking  fund  in  s.-,  -unties,  sometimes  of  other  cor- 
porations but  usually  in  the  corporation's  own  securities, 
and  aa  far  as  practicable  in  the  very  issue  of  bonds  for 

i   the  fund  is  <  Investment  in  the  seem 

of  outside  corporations  involves  an  element  of  risk,  for 

ili.-  yield  .a  nn<>t  be  expected  to  be  as  great  except  at  the 

•ice  of  .v  Tli.-  in.  -th.  .,i  ,,r  purchasing  the  cor- 

poration's own  bonds  gives  absolute  assurance  of  security. 

iids  for  the  sinking  fund  may  be  purchased  upon  the 

•  •I-  i>\   .hawing  by  lot  at  a  price  specified  in 

th.    mortgage.     One  method  tends  to  advance  the  market 

to  a  figure  at  which  pun  hase  may  be  possible  only 

••is  \\hi.-h  are  not  to  the  advantage  of  the  fund; 

th.    other  is  frequently  the  cause  of  hardship  to  the  in- 

vestor, because  it  tends  to  keep  the  market  price  down  and 

because  of  th«    un<  •«  -rtainty  as  to  the  time  when  any  par- 

ti.  Milar  bond  may  be  called  by  the  trustees.    Once  pur- 

chased, the  securities  may  be  canceled  and   thus  taken 

the   liahilities  of  the  corporation,  or  they  may  be 

h.-M  I  iy  •  :ng  fund,  in  whieh  ease  the  sinking  fund 

receives  the  regular  installments  of  interest 

Aa  a  railroad  property  is  permanent  in  character,  there 
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is  a  diflVreinv  of  opinion  as  to  whether  it  is  desirable  for 
a  railroad  corporation  to  adopt  a  sinking  fund  policy;  hut 
for  those  corporations  which  have  not  shown  a  tendency 
to  maintain  a  high  standard  of  efficiency  through  liberal 
appropriations  out  of  earnings  for  permanent  impn»\v- 
ments,  there  can  be  little  question  that  this  indinvt  hut 
certain  method  of  providing  for  redemption  of  funded 
indebtedness  will  serve  to  strengthen  credit. 

There  is  a  close  relation  between  sinking  fund  and  de- 
preciation. The  maintenance  of  a  sinking  fund  is  gen- 
erally considered  as  practically  equivalent  to  a  deprecia- 
tion charge.  If,  therefore,  a  corporation  provides  both 
for  a  sinking  fund  against  its  bonds  and  for  charges  for 
depreciation  of  the  properties  representing  those  bonds, 
the  net  result  is  the  same  as  if  an  appropriation  had  been 
made  each  year  to  increase  the  capital  surplus  by  the 
amount  of  the  sinking  fund  increment,  instead  of  leaving 
the  amount  as  unappropriated  profit  to  be  distributed  in 
dividends.  This  tends  to  conservatism  upon  the  part  of 
the  management. 

Employees'  Insurance, 'Pension,  and  Provident  Funds. — 
Many  American  railroads  have  established  insurance  sys- 
tems and  pension  systems  for  the  benefit  of  their  employees, 
and  a  few  have  established  employees'  savings  institutions. 
Th« -so  two  classes  of  provident  funds  should  be  carefully 
distinguished;  the  first  is  in  the  nature  of  an  appropriated 
capital  fund  of  the  company,  established  to  give  continu- 
ance and  stability  to  a  policy  which  aims  to  encourage 
employees  to  continue  in  the  service  of  the  road,  and 
to  protect  the  road  against  unusual  and  uneven  charges 
in  the  execution  of  this  policy;  the  second  is  in  the 
nature  of  a  trust;  to  be  held  as  such;  to  be  set  apart 
and  not  considered  as  a  part  of  the  capital  of  the 
road.  As  payments  and  deposits  are  received  from  em- 
ployees, a  separate  trust  would  be  set  up,  with  respect  to 
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the  management  would  be  h«-ld  responsible  under 
the  law  of  tru*teetthip.    The  en;  -ai.-.i  by  the- 

.mv.    h.. \\.-N.  ;tnde   to 

admr  of  these  funds  may  be 

managed  by  a  board  of  trustee*  chosen  for  the  purpose, 
in  some  eaaea  by  the  employees  and  in  others  jointly  by 
the  employees  and  the  board  of  director*  railroad.* 

In  the  case  of  the  company  proud. -nt  fund,  the  money 
thus  set  aside  may  be  invested  an  ..  nts  made  o 

accumulations  of  interest  only,  or  the  fund  may  be  treated 
as  an  insurance  or  pension  reset  -  annual  cost  of 

administering  such  a   funding  system  is  borne  in  some 
eases  by  the  railroads  as  a  part  of  regular  operating  ex- 
penses; in  others  by  .-,  themselves.    Investment  is 
usually  made  in  securities  of  the  particular  railroad  con- 
cernni.    t«r   reasons  already  m    the  discussion  of 
i    investments.     Pension    funds   are    usually 
financed   \\lmlly   !>y  mntrihutioiLs  or  appropriations  from 
the  earnings  of  the  company,  and  as  a  matter  of  policy 
:u I  •Joyces  have  no  part  in   their  control.     Further- 
more, \\  !iil»-  in  some  cases  the  funds  are  set  aside  as  invest- 
ments and  supplemented  when  necessary;  in  many  oth.-rs 
B6d  \\holly  by  iv^ular.  annual  appropria- 
\\lii. -h  are  also  charged  to  operating  expenses.     In 
tin-  la 1 1. -r  case  the  stability  of  tin-  funds  is  measured  by  the 
the  c<>!             ii  as  a  whole,  and  not  by  bonds 
or   liens  on  specific   pro;                In   «  rt  .,  by 
this  method  the  funds  are  cam    i  in  the  form  of  added  in- 
vestnx  ni    in    the   general   assets  of  the   company    itself, 
against  which  is  set  up  a  reserve.    As  such  they  may  be 
made  to  produce  larger  returns  than  could  be  obtained 
\sith  s:it                .<_'!:  investment  in  securities.    The  drain 
upon  the  railroad  is  therefore  correspondingly  less. 

•  OommiMioner  of  Labor,  Annual   report.    1008,  "Railroad   RsVsff 
J71-383;     Riebenack,    "Railway     Prov  -muties*," 

IMuladelphia.      (1005.) 
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fntttftmc<     /•'////*/>.     Considerations    similar    to 

tho>e    \\llirll    have    heell    ,Mi  i  V  .1 lid  •«  1    \\itll    iv|.  n  [|d-    to    pension 

funds  apply  to  those  funds  which  SOUK-  railroads  have  es- 
tablished for  carrying  insuraiid-  upon  their  properly. 
whether  to  tlu-  exclusion  of  all  outside  insurance  or  in  addi- 
tion t»  such  protection.  The  general  theory  is  that  as  a 
railroad  owns  so  many  widely  separated  properties,  by  set- 
ting aside  an  amount  each  year  to  cover  the  risk  of  destruc- 
tion by  fire,  flood,  and  the  elements,  it  may  insure 
itself  much  more  cheaply  than  if  the  insurance  were  pur- 
chased, thereby  distributing  any  extraordinary  loss  over  a 
series  of  years. 

ADDITIONS  AND  BETTERMENTS 

Definition. — Adopting  the  definition  formula  ted  by  the 
interstate  commerce  commission,  additions  and  betterments 
comprehend  "additional  land,  buildings,  structures,  and 
facilities,  not  taking  the  place  of  any  property  of  like  pur- 
pose previously  held  by  the  accounting  carrier;  the  eost  of 
newly  acquired  equipment;  the  cost  of  improving  land, 
buildings,  structures,  facilities,  and  equipment  by  addi- 
tions thereto  not  involving  the  replacement  of  the  property 
improved;  the  excess  cost  of  improving  buildings,  struc- 
tures, or  facilities  (except  land  and  equipment)  over  tin- 
cost  of  replacing  in  kind  structures  and  facilities  of  like 
purpose  demolished,  abandoned,  or  withdrawn  from  service; 
and  the  necessary  credits  to  represent  property  abandoned, 
sold,  or  otherwise  retired  from  service/'3 

The  economic  motive  for  providing  funds  for  additions 
;»nd  betterments  is  the  desire  to  increase  net  earnings. 
The  circumstances  giving  rise  to  the  demand  is  inadequacy 
of  facilities  for  handling  traffic  by  the  company  seeking 
funds  and  the  danger  of  competition  by  other  companies 

'Interstate  Commerce  Commission,  Classification  of  Expenditures 
for  Additions  and  Betterments,  first  revised  issue,  1010:  13-4. 
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which  may  I-  -  th.-  n-  id.  --r  •.•.1,1-1.  being  within 

the     tirld  ,y     offer    to     ; 

ices  at  a  lower  rate  of  eotit.  .ual  rapitah/ati 

practically  all  niiln.ads.  however  ampl-  it  may  have  been 
consider*  ni.-ular  instance*,  baa  I 

inaofflcient  t..  pn.\id.-  f»r  means  neceaaary  to  meet  the 
increasing  demanda  of  traffic. 

Jb</  »f  Operating  Expense  t.—T\wn  baa  been  a 

constant  y,  especially  marked  in  the  last   twenty 

yean,  toward  the  use  of  can  of  greater  capacity  and  an 
increase  in  the  number  of  can  p»  r  tr.un     Th.-  intntduc- 
•f  heavier  equipment  has  necessitated  the  purehaaing 
of  locomotives  of  greater  power  and  the  reconstruct  i 
roadway    and    s?  '<-*    have    been    n-huilt. 

trestles  filled   in.   mil.-s  ..f   road  ballasted,  and   tnu-ks  re- 
\\ith     rails    of    greater    weight      Ix>ng    sections    of 
original  roadway  have  been  abandoned  for  new  locx 
in  order  that  steep  grades  and  excessive  curves  might  1>< 
i-liininat.-d.     As  a  result,  the  ratio  of   p.iying  traftV 

in   has  been  greatly   increased,  and  eco- 
nomical   operation    has    been    facilitated.     A    1  "-•,,.• 

rly  wasted  much  of  its  power  in  pulling 
a  liL'i.t  tiain  up  and  around,  may  now  earn  a  larger 
revenue  because  it  can  pull  a  heavi  ;  along. 

importance  of  the  subject  has  been  universally  recognized; 
and  the  statutes  now. generally  authorize  the  exercise  of 
»!;••  right  of  eminent  domain  and  the  in. Tease  of  capitalisa- 
tion t<>  provide  for  improvements  and  extensions. 

Notable  Chang»  irriman. — While  all  rail- 

roads have  been  engaged  in  work  he  Union 

ic  may  be  cited  as  one  \vhi--ii.  \\ithin  little  nmn-  than 
••ade,  has  been  largely   rebuilt.     As  it   was  nritrinally 
subsidized  by  the  mile  and  built  by  construct i,,n  company 
methods,  there  was  little  in. ,  ntiv<    i    i  its  builders  to  choose 
u  direct  course,  or  t<>  -t  anything  but  the  cheapest 
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sort  of  road.  Under  the  Ihirrim:m  nVmie  tin-  maximum 
grade  was  reduerd  t'mm  ninety-four  t«>  I'm-ty-l'mir  feet  to 
the  mile,  long  trestles  were  replaced  by  solid  embankments, 
and  new  equipment  was  added.  Other  improvements  are 
now  being  effected  Tin-  Lin-im  eut-o|T  on  the  Central 
Pacific  is  one  of  the  most  remarkable  examples  of  brti.-r- 
ment  work  in  the  world.  Instead  of  following  in  a 
ein-uitous  course  the  northern  margin  of  the  Great  Salt 
Lake,  the  track  now  extends  across  the  water  on  fills  and 
trestles.  The  operative  result  of  this  may  be  appreciated 
from  the  fact  that  by  the  building  of  103  miles,  tin-re  have 
been  eliminated  forty-Tour  miles  of  distance,  1515  feet  of 
vertical  climbing,  and  3919  degrees  of  curvature — equiva- 
lent to  more  than  ten  complete  circles. 

Capitalization  of  Improvements. — In  England  the  in- 
vestor's demand  for  protection  of  his  interests  and  for  com- 
prehensive reporting  of  facts  pertaining  to  railroad  prop- 
erties and  their  management  have  materially  influenced 
both  corporation  law  and  practice.  Railroad  managers  in 
presenting  accounting  statements  were  early  required  to 
discriminate  with  exactness  between  expenditures  properly 
chargeable  against  capital  funds  and  those  which  might 
be  properly  applied  to  operating  expenses.  As  a  means  of 
making  these  requirements  effective,  the  English  law  re- 
quires that  the  accounts  be  audited  by  accountants  chosen 
by  the  shareholders  and  iv<ponsibl£  solely  to  them.  Tin- 
accounts  must  show  how  the  money  for  capitali/ed  expen- 
ditures is  obtained;  whether  through  the  issue  of  slums. 
bonds,  or  short  term  notes,  or  by  appropriations  from  sur- 
plus. Information  concerning  additions  and  betterments 
presented  in  this  manner  has  given  the  investor  a  clear 
insight  into  the  affairs  of  the  corporation,  and  it  has  k< -pt 
before  the  management  the  necessity  of  maintaining  a 
conservative  attitude  toward  the  finances. 

In  America  the  practice  has  been  entirely  different. 
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I'ntil  \\ithin  n-r.-nt   v.-ar  1   iim-Mor  has  been  kept 

in  thr  l>  -1  because  of  the  act  iharebolders 

whose  chief  concern  wa«  the  development  <»f  |.*-al  trans- 
portation   fa.-ilitirs   ,.r    tin-   r.,ntn.l    hy    shar.-h-.M.-rs   <-!'    an 
•  •ili.-r  claw  whoae  primary  interest  lay  in  the  stock  ron 
In  cases  where  state  and  local  governments  have  held  rail- 
road shares,  the  public  officials  have  interested  themselves 
hut  littl.   in  ill.-  details  of  management  so  long  as  the  de- 
mands of  local  traffic  have  been  met.    As  a  result,  the 
quality  of  the  management  has  reflected  the  attitude  of  the 
less  conservative  among  the  shareholders.    It  has  been  th- 
pract  v  dividends  whenever  possible,  and  to  Htrivo 

at  thr  sain,  timr  t<>  make  a  good  showing  in  the  financial 
reports.  The  situation  has  been  complicated  by  the  fact 
that  shareholders  have  been  unwilling  to  increase  their 
investment,  and  also  by  the  fact  that  all  railroads  have 
been  under  the  necessity  of  constantly  bringing  the  physi- 
cal condition  of  thrir  property  up  to  higher  standards, 
notwithstanding  thr  fluctuations  in  earnings  corresponding 
to  periods  of  general  business  activity  and  depression. 
Under  these  circumstances  arose  the  common  practice  of 
failing  to  distinguish  between  expenditures  for  operation 
and  maintenance  on  the  one  hand  and  additions  and  bet- 
terments on  the  other.  Each  railroad  adopted  whatever 
policy  seemed  advisable,  and  none  has  consistently  fol- 
lowed any  one  policy  through  a  long  period.  Additions 
and  betterments  add  to  capital  assets;  and  recognition  of 
this  fact  is  necessary  i'«r  the  intelligent  consideration  of 
questions  inv..|\  inir  tin  relations  expenses 

an.!  <>f  n.  t  .a niinps,  surplus,  and  <livi<imds  to  capital  in- 
vestment and  t..  puhlic  service.  No  good  purpose  can  be 
accomplished  by  hiding  increases  of  capital  assets  by 
means  of  charges  for  additions  and  betterments  out  of  cur- 
rent earnings. 

Need  for  Additional  Protection  to  Investors. — If  addi- 
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lions  ami  betterments  are  to  be  provided  I'm-  by  mean.s  of 
issues  of  bi>nd.s  i,r  of  shares  OF  by  means  of  appropriations 

from  surplus  and  considered  as  increasing  the  assets,  it  is 

of      practical      importance      In     determine      what      expenditures 

are  for  maintenance  and  what  arc  for  additions  and  bet- 
terments. If  they  are  to  be  made  without  resort  i«»  issues 
of  bonds  «ir  of  shaivs.  the  amouti  landed  appearin<_r 

as  a  direct  charge  against  surplus  will  not  be  declarable  in 
dividends,  for  by  showing  the  amount  <>f  surplus  so  appro- 
priated, a  hidden  surplus  becomes  impossible.  Expendi- 
tmvx  f(»r  additions  and  betterments  which  are  charged  out 
as  expenses  leave  all  intelligent  consideration  of  this  im- 
portant question  to  operating  heads;  in  many  instances  all 
knowledge  of  the  facts  is  confined  to  them.  A  correct 
method  of  accounting  and  reporting  brings  these  matters 
to  the  attention  of  the  board  of  directors,  and  makes  nec- 
essary the  report  of  such  expenditures  as  result  in 
an  increase  in  the  corporate  estate.  From  the  point  of 
view  of  technique,  the  difference  in  the  method  of  account- 
ing may  seem  to  be  of  small  importance,  but  it  may  be  of 
highest  significance  from  the  point  of  view  of  administrative 
and  investment  judgment.  A  correct  method  of  reporting 
may  change  the  entire  attitude  of  the  investor  toward  the 
management.  A  proper  appreciation  of  the  facts  may 
change  the  attitude  of  the  public  and  of  national  and  state 
governments  toward  the  corporation;  it  may  make  pos- 
sible the  payment  of  dividends  however  large  when  they 
are  actually  earned,  and  prevent  the  establishment  of  a 
hidden  surplus  which  might  be  used  for  purposes  of 
manipulation  to  the  detriment  of  the  interest  of  the  in- 
vestor. 

Surcharged  Maintenance  Accounts. — Many  railroad  man- 
agers have  made  it  a  practice  to  pay  regular  dividends,  and 
to  keep  to  themselves  the  essential  facts  concerning  the 
corporation.  When  revenues  were  large  they  expended 
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large  amounts  in  'a tint:  the  property,  and  charged 

to  expenses.     When  revenue*  were  small,  they  re- 

1   MI. -h   expenses  to  a   minimum.    Railroad  oft 
thtT.r  M  !>cnses  under 

•uch  conditions.  Some  claim  tdat  hv  ;  ,.,int.iimii|»  equip- 
ment at  a  high  standard  of  efficiency,  even  at  the  expense 
«.f  the  roadbed,  a  railroad  will  be  best  prepared  to  take 
advantage  of  th<  first  improvement  in  business.  Others 
maintain  that  it  i>  i,  Me  to  spend  money  upon  re- 

pairs to  i.il--  «-.jnipm.-nt.  hut  .\M-.-M,.  !\  necessary  to  keep 
up  tin-  pi-rman.-:  •  '.Mid  a  rush  of  new  business 

•  lilli.Milt    to   n-p;iir   mail!  .,  ami   l»ri«li».-s   \\hi--h 

have  been  allows  I  to  run  «1  1  it  has 

been  possihh-  t»  maintain  regular  dividend  payments.     In 
<>f  this  practin-  the  argument  has  been  ad- 
vanced that  there  can  be  no  adequate  judgment   as  to 
what  may  constitute  a  standard  of  efficiency  of  any  given 

>ad  without  thorough  consideration  of  the  circum- 
stances affecting  other  lines  similarly  located,  and  that 
it  should  be  1-  n  t«>  the  management  to  determine  whether 
specific  expenditures  should  be  considered  and  charged 
as  ma  int.  nance  or  as  additions  and  betterments.  But  ac- 
ing  the  statemi-i  t.  th.-  conclusion  does  not 

necessarily    follow.     While    rninprting    lines    must    have 

meeting  competition  as  well  as  for  ser 
th.-  puhli* .  this  is  no  good  reason  for  concealing  from  trus- 
tees and  investors  the  facts  as  to  capital  cost,  and  the  re- 

s  to  be  expected  from  th  ^tim-nt.     Flu.-tnations 

in  earnings  have  also  been  urged  as  an  argument  against 
carrying  depreciation  accounts  as  an  element  of  expense 
on  the  one  hand,  and  on  the  other,  as  an  argumeir 

-ring  additions  and  betterments  to  expenses.    Again 

facts  as  stated  may  be  tr  re  may  be  wide  tlu<>- 

tuati..n  in  .  arnings.     But  this  does  not  warrant  th. 
•  •lu-ion  that  for  this  reason  the  management  should  pro- 
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vide  for  the  payment  «>t  dividends  by  failing  to  meet  ex- 
penses, which  means  payment  of  dividends  out  of  capital, 
or  by  hidinir  a  surplus  <>ut  of  which  dividends  may  l»e  paid 
\\ithnut  int.  i mpt i<>n.  The  net  result  of  these  methods  is 
to  provide  for  additions  and  betterments  out  of  surplus 
wit  limit  .showing  the  facts  to  investors,  and  conversely,  to 
pay  dividends  out  of  a  hidden  reserve,  or  where  then-  is 
no  such  reserve,  out  of  capital,  basing  such  action  upon 
facts  known  only  to  those  in  the  company's  management. 

Tendency  to  Abuse. — The  Southern  Pacific  was  managed 
in  this  manner.  Beginning  in  1906,  a  dividend  was  de- 
elaivd  for  the  first  time  upon  the  common  shares,  and  this 
dividend  was  paid  out  of  "betterments  and  additions 
charged  to  income  account  in  the  years  1898,  1899,  1900, 
and  1901."  Of  like  order,  but  on  a  more  colossal  scale, 
was  the  spectacular  revision  of  the  Chicago  and  Alton  ac- 
counts in  the  reorganization  of  1900,  when  the  records 
of  the  company  were  entirely  recast,  and  every  item  for 
extraordinary  expenditures  which  had  been  previously 
charged  into  the  operating  account  and  thus  carried  as  a 
hidden,  invested  surplus  was  made  available  in  surplus 
for  dividend  distribution.  The  aggregate  of  such  chai  <_'<  s, 
which  were  in  the  nature  of  secret  appropriations  from 
surplus,  was  found  to  be  over  $12,000,000  during  a  period 
of  thirty-five  years;  and  upon  the  basis  of  this  showing, 
about  half  of  the  amount  was  distributed  as  an  extra  cash 
dividend  to  the  small  financial  group  which  had  acquired 
control.  Such  operations  have  been  made  impossible  by 
the  provision  in  the  Hepburn  act  of  1906  which  gave  to 
the  interstate  commerce  commission  power  to  enforce  its 
regulations  and  to  require  companies  to  furnish  annual  re- 
ports which  shall  show  in  detail  "the  amounts  expended 
for  improvements  each  year,  how  expended,  and  the  ehar- 
acter  of  sueh  improvements."  Under  the  new  system,  the 
reports  must  show  the  exact  loeation  of  the  property. 

Every  railroad  has  expenditures  which,  while  not  con- 
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cerned    with    operation    or    maintenance,    add    little    to 
ug    power.    Safety    appliance*,    block    signal*,    im- 
provements to  atetion  grounds  and  ImiMinp,  call  for  large 
•urn*,    v.t    t!  I    no   measurable   return.    For   this 

reason  it  is  -  :M.  TM.-X  claimed  that  they  abould  not  be 
considered  aa  additiona  to  property,  and  capitalized.  If  it 
be  aasumed  that  they  come  within  th.  <1. tinition  of  addi- 

an. I  I-  tt nnenta,  it  ia  apparent  that  if  capitalized 
they  tend  only  to  reduce  alitfhtly  the  potential  net  earn- 
ings  on  the  investment  aa  a  whole.  To  hide  auch  expendi- 
tures in  coata  of  operation  <>r  of  maintenance  doea  not  alter 
the  tact,  an. I  it  can  serve  no  good  purpose,  from  the 
standpoint  of  the  management,  the  investor,  or  the 
public. 

Reserve  Account  for  Extraordinary  Expenditure*. — 
Mu<  h  In -tt.  nnent  work  ia  of  a  sort  which  cannot  be  fore- 
seen; therefore  expenditures  on  this  account  at  times  may 
be  ao  large  aa  to  threaten  the  solvency  of  a  weak  company. 
Floods  may  destroy  large  sections  of  roadway  or  carry 
off  equipment  and  valuable  waterfront  property,  the  im- 
mediate effect  being  to  decrease  capital  assets,  reduce  the 

is  <»r  increase  the  <i  Immediate  replacement  in 

su» -h  an  event  cannot  be  considered  as  chargeable  to  ex- 
pense, If  not  i'  tor  l.y  new  capital  subscription 
(new  capital  to  take  the  place  of  that  which  has  been  lost) 
the  restoration  may  be  gradual  by  appropriation  from  Bar- 
appropriation  from  net  income,  if  the  sur- 
plus haa  been  wiped  out  and  the  corporation  is  operat- 

ith  a  <i.  !i  it      '  thus  be  gradually 

iced  and  its  replacement  apportioned  over  a  aeries  of 

-  without  appeal  for  new  subscriptions,  and  without 
resort  to  bond  issues. 

Legislatures  may  r.  <|uir<  th.-  .  li  mi  nation  of  grade  cross- 
ings or  railroad  commissions  may  require  reoonstn 

•  n.l.-mn.-.l    |.ro|.,-rty   or  the  a«l«'pti«m   of  special    I" 
ties,  an  increase  which  must  be  regarded  aa  in  the  nature 
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of  capitalization  whatever  the  means  of  financing.  Ordi- 
business  foresight,  therefore,  would  dictate  the 
financing  of  extraordinary  expenditures  oi  this  nature  in 
such  a  manner  as  would  !>e  suggrstrd  or  iv<|uiivd  lor  <-api- 
tal  funding,  with  due  regard  for  repairs,  replacements, 
and  depreciation  as  charges  against  tin-  reserve  of 
present  and  future  years.  To  this  end  it  is  the  practice 
of  many  railroads  to  deduct  from  the  net  income  of  each 
year  an  amount,  arbitrarily  determined  by  tin  directors, 
which  is  appropriated  toward  a  reserve  fund  against 
which  capital  replacements  and  permanent  improvements 
may  be  charged.  In  some  cases  one  reserve  fund  is  main- 
tained for  additions  and  betterments  to  way  and  struc- 
tures and  another  for  the  acquisition  of  additional  equip 
ment,  but  many  railroads  provide  for  expenditures  of 
both  sorts  out  of  a  single  reserve.  Pew  companies,  how- 
ever, follow  the  practice  of  the  Chicago,  Milwaukee,  and 
St.  Paul,  which  makes  provision  for  financing  such  ex- 
penditures by  maintaining  a  cash  fund  on  special  deposit. 
Variation  in  Practice  Among  Representative  Road*. — 
There  is  much  variation  in  the  methods  followed.  The 
Great  Northern,  in  order  not  to  surcharge  operating  ex- 
penses, has  always  made  scant  provision  for  maintenan. •<  •, 
but  it  has  appropriated  large  amounts  from  net  income 
to  a  betterment  fund.  The  Pennsylvania  maintains  a 
large  fund  for  extraordinary  expenditures,  but  in  some 
years  it  has  also  charged  off  from  surplus  large  amounts  for 
replacements  and  additions  to  property.  Some  railroads, 
notably  the  Delaware  and  Hudson,  and  the  Delaware, 
Lackawanna,  and  Western,  provide  for  practically  all  such 
expenditures  by  means  of  direct  charges  against  the  sur- 
plus. All  of  these  practices  are  based  on  arbitrary  dis- 
cretion instead  of  strict  definition  of  additions  and  better- 
ments,  and  most  of  them  have  resulted  in  the  arbitrary 
writing  down  of  the  investment. 
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<  t  'trgcs  Against  Surplus. — Koine  rnilruntU, 
irly  those  which  are  parU  of  large  systems,  hav. 
lowed  the  practice  of  charging  against  earning* 

ma  as  should  be  treated  as  a<l<lr 
mi*  nts.   hut  also  many  iiould  be  capitalised. 

>  is  unfair  t..  the  sharvh"!d.-i>  Is  ..!.•.  i..<i- .   : 
luinl. -n-,  it.-    camingB  unduly,  and   may   i:  \\ith  th- 

payin  ii\id«-nds  \\h  lends  are  earned     It  may 

mi-  «1  that  it  is  <>f  htil.-  or  no  interest  to  the 
that   the  propn-ty   in   \\hieh  he  baa 

an  interest  is  steadily  becoming  more  valuable,  or  that  his 
investment  is  menaced  by  appropriations  from  surplus,  if 
he  does  not  share  in  its  prosperity  by  regularly  parti* 
ing   in   <livi<lends.     Hut  the  shareholder  often   has  had 
no  way  of  knowing  whether  earnings  were  sufficient  to  pay 
dividends,  for  he  has  been  given  only  such  details  of  ex- 
penditures as  rectors  have  chosen  to  publish, 
query  of  Collis  P.  Huntington,  as  to  why  the  shareholders 
of  the  Paeiiie  Mail  should  care  \\h«-th«T  they  received  their 
dividends  in  m..iiey  or  in  ships  may  here  be  cited  as  ex- 

<>nal  in  foresight,  hut  it  does  no*  :tud»- 

of  proprietorship  \\ln.-h  railroad  presidents  have  often  as- 

.1  in  dealing  with  matters  concerning  which  thrir 
shareholders  have  had  a  right  to  the  fullest  knowledge. 
Minority  shareholders  in  subsidiary  railroads  have  often 
had  cause  to  believe  that  operating  expenses  have  been 
excessively  charged  with  expenditures  for  additions  and 

rments.     While  th.-y  are  entitled  to  divid.-iuLs  of  only 
Midi  amount  as  may  be  set  aside  for  distribution, 
have  been  uithout  access  to  i  ion  as  to  the  amount 

of  surplus  which  may  have  been  expended  for  addr 
and  betterments,  and  such  information  is  essential  to  any 
estimate  of  the  invest  im-nt  value  of  shares. 

The  New  Official  Classification  of  Accounts.— The  ac- 
counting rules  of  the  interstate  commerce  commission  now 
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rccpiire  that  carriers  shall  keep  an  aeennnf  I'm-  additions 
and  betterments.  This  account  is  divided  int<>  thirl 
primary  accounts,  one  of  which  is  concerned  with  interest 
and  comnii.Nsions  on  securities  issued  1<>  pmvid.  im-  addi- 
tions and  betterments,  while  the  others  relate  to  the  vari- 
ous properties  affected. 

fitfttw  Against  I ' mlt  rslatfnn  nt  of  Operating  Ex- 
penses.— As  has  been  explained  by  Doctor  Henry  ('.  Adams, 
this  account  is  a  complement  to  the  equipment  deprecia- 
tion account. 

The  purpose  of  a  depreciation  account,  Is  to  guard  against 
tli.-  overstatement  of  net  revenue  Ity  failure  to  include  all 
the  costs  of  operation  in  operating  expenses,  while  the  pur 
pose  of  the  additions  and  betterments  accounts  Is  to  guard  against 
the  understatement  of  net  revenue  by  including  in  operating 
expenses  as  a  cost  of  operation  what  in  fact  is  an  improvement 
to  the  property.  .  .  .•»  This  does  not  mean  that  shareholders 
are  denied  the  liberty  of  improving  their  property  out  of  current 
ue.  That  is  a  matter  of  policy,  and  not  of  accounting. 
It  does  mean,  however,  that  in  case  shareholders  approve  the 
policy  of  improving  property  out  of  current  revenues,  the  ex- 
penditures on  account  of  such  improvements  should  l»e  < -harmed 
in  the  income  account,  and  not  included  in  an  account  the  chief 
pun>ose  of  which  is  to  measure  costs 

4  Adams,  "Railroad  Bonds  as  Securities  from  National  Banks,"  5. 
B  Interstate  Commerce  Commission,  Statistics  of  Railways,  1906: 
11. 
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F1N.\V  l  \i.   AHPHCTO  OF  OPERATION 

Operation  Concerned  With  <</i.— The  opera- 

tion  of  a  railroad  is  primarily  the  domain  of  the  pr«U- 

•  l.nt  In  .In.,  ting  operation,  the  president  must  have 
constantly  in  muni  tit.-  attitn  10  board  of  directors, 

ul.i.-h  represents  the  interest  of  the  ahareholdeni.     Within 
recent  yean  the  president  han  had  to  conform  to  the  re- 
ijuin -in. ntx  of  the  government  a*  the  agcix  \    wliich  exists 
i  omote  and  protect  the  welfare  of  the  people  whom  tli<» 
>ad  must  serve.    From  tin*  \  board  of 

ton  thr  railroad  president  as  operating  head  is  gov- 
ern*.I  hv  th.-  .-.|uation: 

Earnings — Expcnses=Net  Earnings 

In  each  factor  of  this  equation,  both  the  investor  and  th.- 
people  have  a  vital  interest  What  these  two  factors  shall 
be  has  always  bo  n  th.  prin.-ipal  cause  of  contention  be- 
tween the  railroads  and  the  public. 

is  and  the  Rate  of  Transportation. — The  elements 
mt.»  tin-  first  factor— Ka  in  ings — are  (1)  rate 
of  transportation,  and  (2)  volume  of  traffic.    While  these 
i-l.-mcnte  arc  inti-r.l.-p.-ntl.-nt.  th«-y  may  be  separately  con- 
d.    The  rate  charged  for  transportation  is  not  only 
of  highest   importance  to  the  roatl.  but  on  it  also 
the  prosj  <>nterprise  which  is  to  be  served. 

It  \\:is  th.  hiirh  cost  of  transportation  by  wagon  road  and 
by  canal  that  brought  the  railroad  into  existence.  It  was 
prospective  lower  cost  to  producer  and  consumer  that  led 
th.-  p.-.'pl.-.  tbrough  their  governments,  to  incorporate  rail- 
roads and  to  grant  franchises.  It  was,  however,  the  proa- 
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pect  of  obtaining  an  equitable  share  in  the  prnfiN  to  the 
.•••iiiinuiiity  iliat  led  the  investor  to  capitali/e  the  under- 
takings and  to  assume  the  risks  of  construction,  mainte- 
nance, and  operation.  The  rate  question,  therefore,  must 
•  ••'iitinue  to  be  a  subject  for  joint  consid. -ration  so  long  as 
the  railroad  remains  in  private  hands.  Tin-  administra- 
tive problems  of  rate  making  need  not  be  considered  here, 
as  they  are  fully  discussed  in  another  volume.1 

The  public  interest  in  railroad  charges  demands  that 
transportation  rates  must  bo  fair  in  themselves;  also  that 
they  must  he  i'air  as  between  commodities  and  classes  of 
enmmnditirs,  as  hetwern  shippers,  and  as  between  places. 
The  exercise  of  government  authority  over  rates  lias 
tended  in  some  instances  to  raise  the  level  of  rates  and 
so  to  increase  earnings.  This  has  been  the  effect  of  put- 
ting an  end  to  the  giving  of  rebates  and  of  free  transpor- 
tation. But  now  that  congress  has  declared  that  the  bur- 
den of  proof  shall  be  upon  the  railroads  to  show  that  pro- 
posed increases  in  rates  are  just  and  reasonable,  the  effect 
must  be  to  set  a  limit  to  earnings. 

The  tendency  to  increase  expenses  and  at  the  same  time 
to  diminish  earning  power  necessarily  imposes  grave  re- 
sponsibilities upon  those  who  are  charged  with  the  man- 
agement of  railroads;  for  fixed  charges  must  be  met  and 
reasonable  profits  must  be  obtained  for  distribution  among 
the  shareholders,  else  railroad  securities  will  lose  their  at- 
tractiveness to  investors.  It  is  therefore  the  problem  of 
the  management  to  determine  how  this  situation  is  to  be 
met. 

Earnings  and  the  Volume  of  Traffic. — Volume  of  traffic 
is  a  field  for  almost  unrestrained  initiative  on  the  part  of 
the  operating  head.  This  is  qualified  only  by  the  interest 
which  the  people  have  in  other  aspects  of  maintenance  and 
operation.  So  important  is  this  element  to  the  earnings 

i  Johnson   and   Hucbncr,  "Railroad   Traffic  and   Rates." 
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of  tin-   n-a.l   that    it    i>  put    under  separate  iiiii 
In  many  instances  the  enterprise  of  the  traffic  manager 
has  gone  to  h  'th  that  in  the  put>li«-  int.  n -M  it  must 

be  restrained ;  thuit  where,  as  a  means  of  increasing  traffic, 
rate  <  raw  of  mani|>iil;tti>.n  are 

trade  and  thus  seri«>  Whil«- 

there  are  certain  wholesome  restraints  to  be  exercised  over 

tlu»  traftir  manatfrr  in  his  i-tTiirt  t«»  inm-as.-  trafli--.  th.  r-    n 
a  wide  range  of  activity  within  which  com 
tniu.-s  unhampered.    Traffic  is  necessarily  made  up  of  th<* 
products  of  persons  who  are  engaged  in   in. lust  rial   pur- 
suits.   Unrestrained  competition   f<>r   traffic  may  be  car- 

r  several  different  lines:  (1)   j.r-\  i-iin-/  i 
ties  for  the  development  of  local  resources;  (2)  cooperating 
\sith  Inral  trade  bodies  and  with  those  interested  in  build- 
ing up  centers  of  population;  and  (3)  establishing  such 

•etiona  and  providing  such  facilities  as  will  promote 
through  traffic. 

The  railroads  which  serve  the  newer  parts  of  the  coun- 
tr\   hav.    taken  steps  to  encourage  immigration  int..  th.  ir 

tory  by  means  of  extensive  advertising  both  in  this 

TV  ami  in  Km-"!" ,  and  by  offering  special  rates  to 
homeseekers  and  settlers.  Land  grant  railroads  have  gen- 
(tally  sold  their  lands  to  settlers  at  low  prices.  Many 
railroads  have  been  active  in  the  fostering  of  agriculture 
through  the  establishment  of  experiment  stations,  the  < -ir 
dilation  of  educational  literature,  the  giving  of  prizes,  and 
the  operation  of  agricultural  trains  and  good  roads  trains. 
They  have  also  provided  locations  for  manufacturers  and 

hants,  and  collected  and  circulated  information  which 
tends  to  the  utilization  of  undeveloped  resources.  This 
work  is  conducted  by  the  traffic  department  in  some  cases; 
in  others,  by  special  departments  established  for  the  pur- 
pose. Town  promotion  has  been  another  variety  of  opera- 
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live  enterprise  which  has  been  undertaken.  A  railroad 
may  act  directly,  devoting  to  the  development  of  a  town  a 
part  of  its  own  capital,  or  it  may  cooperate  with  local 
representatives  to  foster  set  tl  rim  Tit  and  trade  activity. 
The  former  method  has  not  always  resulted  favorably. 
Thus  Tacoma  in  its  initial  period  was  selected  by  the 
Northern  Pacific  as  the  site  for  its  terminus  on  Puget 
Sound,  and  to  its  development  the  railroad  directly  con- 
tributed. Seattle,  a  rival  trading  town,  was  denied  rail- 
road connection,  in  order  that  Tacoraa  might  be  put  in  a 
position  of  relative  advantage.  By  means  of  local  co- 
operation, however,  Seattle  continued  to  grow,  and  eventu- 
ally the  coming  of  the  Great  Northern  enabled  it  to  com- 
pete upon  equal  terms.  With  the  financial  breakdown  of 
the  Northern  Pacific,  Tacoma  necessarily  suffered;  while 
Seattle,  with  a  solvent  railroad  interested  in  its  welfare 
and  with  an  energetic  citizen  body,  assumed  the  position 
of  leadership  among  the  cities  of  the  Pacific  Northwest. 
When,  eventually,  the  Northern  Pacific  finally  decided  to 
seek  an  entrance  into  Seattle,  it  found  itself  in  the  posi- 
tion of  competing  with  other  lines  for  terminal  sites  which 
had  once  been  available  at  little  cost. 

One  of  the  most  serious  problems  of  management,  so 
far  as  earnings  are  concerned,  is  the  acquisition  of  terminal 
facilities  and  the  establishment  of  connections  with  other 
lines  so  as  to  increase  through  traffic.  The  financial  risk 
involved  in  the  entrance  into  a  great  city  is  well  shown  by 
the  unfortunate  experience  of  the  Baltimore  and  Ohio  in 
Philadelphia  and  of  the  Wabash  in  Pittsburgh.  The 
Pennsylvania  extension  into  New  York  was  undertaken  for 
the  double  purpose  of  opening  a  passenger  terminal  in  the 
heart  of  that  city  and  of  establishing  a  closer  connection 
with  the  New  York,  New  Haven,  and  Hartford,  so  as  to 
make  it  possible  to  run  through  freight  and  passenger 
trains  between  New  England  and  points  served  by  the 
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Pennsylvania;  also  through  the  Long  Island  railroa<l  to 
ii   a   favorable   deep   sea   connection    for    European 
•M      Where  there  U  already  a  phytieal   connection 
between  two  railroads,  it  ia  possible  to  facilitate  the  de- 
velopment of  through  traffic  by  mutual  agreement.    Thiw 
the  New  York  Central 'a  arrangement  with  the  New  York, 
New  !  -1  f.>r  tin-  himdlinir  <-f  traffic  over 

the  Boston  and  Albany  promises  to  benefit  all  parties  con- 
cerned because  of  the  more  efficient  use  of  existing  facili- 
ties which  it  makes  possible. 

;>en*es  and  Efficiency  of  Management.— The  second 
factor  in  successful  management  is  expenses.    The  test  of 
ability  to  meet  fixed  charges  and  pay  <im.i,  nds  is  in  the 
between  gross  earnings  and  expenses,  or  net 
earnings,    Turning  to  a  consideration  of  expenses,  we  are 
routed  with  lera  of  economy  and  efficiency  of 

management  so  far  as  responsibility  may  be  ;  con- 

purchasing,  and  for  conducting  physical  op- 
ins.    Economy  does  not  mean  reduction  in  expendi- 
•  <>)>tainm<_r  the  greatest  possible  return  at  the  lent 
outlay.    Operating  efficiency  has  no  rel.  rates  of 

transportation.  Whatever  may  be  the  rate  charged  for 
service,  the  operating  head  is  responsible  for  performing 
that  service  in  an  economical  and  efficient  manner,  and 
with  due  regard  to  the  interest  of  both  the  investor  and 
the  public. 

Interest  of  the  Public  as  Represented  by  Government.— 
As  has  been  said,  a  railroad  exists  for  the  service  of  the 
public,  and  it  is  brought  into  existence  because  of  the  bene- 
fits which  may  accrue  to  the  pub  1  if.     The  state  bestows 
upon  the  railroad  the  right  to  exist  and  to  carry  on  busi- 
ness, and  the  granting  of  this  privilege  implies  the  reten- 
of  an  equivalent  right  to  dictate  as  to  the  manner  in 
h  that  privilege  shall  be  exercised  so  long  as  Tested 
interests  are  not  impaired.    The   interest  of  the  public 
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may  be  more  or  less  safeguarded  in  tin-  eharter  or  articles 
of  incorporation.  ,.r  in  a  L'nieral  act  ^ivrniin.u'  incorpora- 
tion of  railroads.  It  may  be  further  pn.teeted  by  supple- 
mental statutes,  ami  through  orders  of  a  board  or  <-.. minis 
.si. .n  established  by  the  state  and  endowed  with  authority 
the  affairs  of  railroad  corporations. 

Uninterrupted  Service. — The  public  is  interested  in  hav- 
ing continuous  operation  of  railroad  facilities.  To  this 
end  the  state  through  the  courts  will  take  over  a  railroad 
when  for  reasons  financial  or  otherwise  an  interruption  of 
the  transportation  service  is  threatened.  Similarly,  it 
may  take  steps  to  bring  labor  disputes  to  a  settlement,  as 
the  federal  government  has  done  through  the  Krdmau  act. 

Adequacy  of  Service. — Public  service  must  be  adequate 
service.  The  public  interest  demands  that  equipment 
shall  be  available  for  all  kinds  of  traffic;  and  that  the  car- 
rier and  not  the  shipper  shall  be  expected  to  know  the  ex- 
act kind  of  equipment  required  in  any  particular  case. 
It  requires,  also,  that  equipment  be  available  when  needed, 
and  that  it  shall  be  furnished  without  discrimination  as 
between  shippers  or  places.  The  state  authority  has  even 
been  invoked  to  prescribe  a  charge  for  "reciprocal  demur- 
rage" as  a  penalty  upon  carriers  for  failure  to  provide  a 
certain  number  of  cars  within  a  stated  time,  to  move  the 
cars  a  certain  number  of  miles  per  day,  and  to  deliver 
within  a  certain  time — a  measure  of  doubtful  wisdom  and 
expediency.  Stations  and  yards  must  be  provided  to 
meet  the  demands  of  traffic.  There  must  be  ample  facili- 
ties for  the  proper  handling  and  storage  of  freight,  and 
for  delivery  to  connecting  lines  or  to  consignees.  Passen- 
ger stations  must  be  located  at  convenient  points  along  the 
line,  and  train  schedules  must  be  arranged  with  due  re- 
gard to  the  conflicting  interest  of  through  and  local  pas- 
sengers. 

Provisions  for  Health,  Comfort,  and  Convenience. — A 
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•ad  must  make  provision  health,  r.,inf,,rt.  and 

convenience  of  paasengero,  and  for  the  humane  ban- 

v  o  freight.  Stations  and  can  moat  be  furniahed  with 
proper  heat,  light,  and  water,  and  uitl.  ting  and 

U  ii  hit  must  be  made  and  enforced  for 
the  protection  of  paaaenger  againat  paaaenger,  an  in  the 
prevention  of  the  spread  municable  disease*  Ani- 

mala  most  be  handled  without  cruelty.  an<l  proper  provi- 

muat  be  made  for  supplying  them  with  food  and 
water,  and  with  >h.-lt.  r  \\h.  n  needed. 

Safety. — Railroad  operation  must  be  conducted  with 
ample  provisions  for  the  safety  of  passengers  who  may 
cross  tin-  ritfht  of  wn  re  is  a  widespread  movement 

toward  the  elimination  of  grade  crossings,  particularly  in 
or  near  large  centers  of  population,  and  for  the  gum 
of  those  whi.-h  n  main  As  a  means  of  preventing  ani- 
mals and  unauthorized  persona  from  passing  along  th<> 
roadway,  fences,  cattle  guards,  and  warning  signs  are 
necessary.  Aa  a  means  of  protc  in*,  interlocking 

signals  and  block  signals  have  been  installed  upon  lines 
where  train  service  is  most  frequent,  and  these  systems  are 
being  constantly  extended     Th««  equipping  of  cars  with 
.•"upl.-rs,  power  brakes,  and  with  grab  irons  and 
nth.-r  safety  devices  has  been  made  compulsory  by  acts  of 
congress,  and  the  courts  have  made  this  legislation  effec- 
Regulations    have    also    been    prescribed    for    th<> 
handling  of  explosives,  and  for  the  inspection  of  locomo- 

boilers.  Because  of  the  danger  from  smoke  in 
tun  IK  -Is,  it  has  been  found  necessary  to  substitute  elec- 

power  for  steam  locomotives  in  certain  cases.  In 
New  York  City  this  was  required  by  statute;  in  the 
Hoosac  tunnel  in  Massachusetts  the  railroad  management 
itself  took  th.-  initi :iti\v.  It  is  a  matter  of  public  concern 
that  the  railroad  employees  responsible  for  the  movement 

ains  be  capable  of  working  at  a  high  state  of  phyri- 
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cal  and  mental  efficiency.  To  Unit  end  the  hours  of  en- 
ginemen,  train  despatchers,  and  telegraph  operators  h:m> 
engaged  the  attention  of  tin-  legislative  authority.  Finally 
there  is  a  growing  tendency  toward  the  enactment  of 
statutes  to  govern  the  liability  of  railroads  on  account  of 
accidents  to  their  employees. 

Not  only  is  the  public  concerned  with  matters  like  those 
above  mentioned,  which  admittedly  lie  within  the  scope 
of  state  regulation,  but  it  is  also  interested  in  obtain  in*.; 
concessions  from  the  railroads.  All  communities  are  de- 
sirous of  having  beautiful  stations  located  in  easily 
accessible  places,  while  from  the  point  of  view  of  the  rail- 
road less  elaborate  buildings  in  cheaper  locations  might  be 
adequate.  Shippers  and  passengers  wish  fast  service, 
though  speed  is  progressively  expensive  and  dangerous  to 
life  and  property.  Passengers,  too,  are  constantly  striv- 
ing for  more  frequent  train  service. 

The  Manager  as  Employer  and  Contractor. — All  of  the 
foregoing  have  to  do  with  the  public  which  is  to  be  served. 
In  addition  there  are  two  other  constituencies  with  which 
the  manager  must  deal — those  who  sell  labor,  and  those 
who  sell  materials  and  services  other  than  personal. 
Railroad  employees,  who  already  receive  over  forty  per 
cent,  of  gross  receipts,  are  strongly  organized;  and 
through  their  "brotherhoods"  they  are  able  to  present 
formidable  claims  for  additional  wages,  for  shorter  In  MIPS 
of  labor,  and  for  more  adequate  provision  for  safety. 
Manufacturers  and  dealers  in  materials  and  supplies  strive 
to  maintain  prices  and  to  increase  them,  not  only  as  a 
means  of  adding  to  their  own  profits  but  also  as  a 
means  of  compensating  them  for  advances  in  the  cost  of 
labor  and  other  factors  in  production. 

Tendency  to  Increase  Expenses. — The  foregoing  suggests 
the  character  of  the  problem  of  railroad  management  so 
far  as  tends  to  limit,  discretion  and  fix  the  conditions  which 
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must  be  met  thi-Mu^h  ••\i  MI  what  has  been 

.  appaivnt  that  tin  re  is  a  strong  tendenry  t<*  in- 


expenses,  ami  that  tin*,  i.  n.i.-n.-;.  promises  to  become 
than  to  di:  .  .niiM.-nt    regula- 

tiooH  no  longer  a  debatable  propOM 

an     rMal.lish.-d      ;  tO     ma 

<ical  operation  as  well  aa  to  traffic  and  rates; 

labor  come  to  stay.  tin    .-..^..hdation 

and  trading  concerns  is  a  condition  that  must 

Opportunity  for  Economical  Management.—  While  the 
managein  >t  recognize  all  these  conditions  as  fixed 

a  M.I  l»<  -ynnd  its  control,  there  are  other  aspects  of  the  ex- 
pense problem  for  whi<  h  it  has  responsibility.  It  is  re- 
sponsible organization  provided  and  the  met 

and  procedure  employed  in  <-<mt  ranting  and  purchasing  ; 
it  is  responsible  for  efficiency  in  th.  :i  «»f  ;  hysical 

operation  and  maintenance.  Contracting  and  purchasing 
has  to  do  with  providing  the  men,  the  materials  and  sup- 
plies, and  the  equipment  needed.  Reduced  to  a  formula, 
cost  of  operation  and  maintenance  is  made  up  of  the  fol- 
lowing factors  :  . 

Direct  Labor  Cost  +  Direct  Material  Cost  +  ln<Ur,  <  /  Cost 
=  Expense* 

Each  of  these  factors  may  be  resolved  into  elements  for 
managerial  consideration.  Direct  labor  cost  depends 
upon:  (1)  rate  per  tim<>  unit;  (2)  number  of  time  units 
•  -mplnNvd;  and  (3)  efficiency  of  labor.  l>ir«t  material 
cost  dep«  tt:  (1)  ]  (piantr 

rial  used;  and  (3)  <|  1      Indirect  cost 

is  made  up  of  a  number  o  ts.  all  <>f  \\  hi.-h  should  be 

the  subject  of  administrative  judini:  ;.-h  are:   (1) 

cost  of  adnir  u  and  supervision;    (2)   pro-rata  of 

maintenance  charges,  inr  hiding  repairs,  replacements,  and 


K  \ll.Ku.\l)    1  1\  \\(   I 

obsolescence;  (3)  pro  r,-it;i  ..f  n  ntals  of  pn.p.-rlies  used  ami 
not  owned,  ami  interest  <>n  capital  outlay  !'«.r  roadway, 
structures,  and  equipment;  and  (4)  pm-rata  of  other 
iten  rhead  expense. 

Labor  Cost  and  Labor  Efficiency. — As  the  greatest  sim/le 
item  ..t'  railroad  expense  represents  labor  cost,  attention 
will  be  naturally  directed  to  tin-  question  of  labor 
eflieieney,  since  rediietions  in  wages  are  clearly  imprac- 
ticable. With  the  increasing  conrplexily  <'!'  systems  of 
railroad  orgnni/.ation.  the  division  officers  have  lost  more 
0V  l.-xx  of  their  former  authority.  The  amount  of  their  ex- 
penditures is  determined  in  advance  by  higher  officers, 
and  they  are  judged  as  to  efficiency  by  the  relation  whir -h 
their  earnings  bear  to  those  expenditures.  As  a  result  the 
men  in  charge  are  generally  reluctant  to  make  reduction 
in  forces  and  expenditures  when  this  could  be  done  to  the 
advantage  of  the  railroad,  because  of  the  difficulty  of 
obtaining  authority  for  increases  when  the  needs  of  the 
business  require  them.  A  corporation  budget  should  be 
exactly  apportioned  upon  the  basis  of  careful  estimates; 
but  it  should  be  capable  of  modification,  also,  to  meet 
actual  conditions  for  which  the  estimates  have  not  made 
adequate  provision.. 

Efforts  to  Promote  Labor  Efficiency. — Railroad  service 
requires  skilled  workmen;  and  all  railroads  offer  induce- 
ments to  efficiency.  Prizes  are  given  to  apprentices  for 
satisfactory  evidence  of  progress,  and  instruction  for  em- 
ployees is  furnished  directly  by  agents  of  the  railroads 
and  indirectly  through  associations  subsidized  by  railroads. 
Systems  of  promotion  are  maintained,  and  even  the  sec- 
tion gangs  are  encouraged  to  endeavor  to  obtain  prizes 
offered  for  the  best  kept  sections  of  roadway.  In  order  to 
protect  the  railroad  from  losses  through  claims  for  freight 
lost  or  damaged,  employees  are  urged  to  exercise  all  pas- 
sible care  in  the  handling  of  traffic;  in  order  to  keep  the 
good  will  of  the  public,  employees  are  urged  to  be  courtu- 
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in  t!  'tide  toward  paaaenfera  and  shipper*     I 

it  be  deairablr  that  i  ..ih ..*ul  employeei  be  trained  to  a  high 
degree  of  efflden<  ilno  desirable  that  they  about*  1  i»- 

encouraged  to  st«\    in   the  service  after  they  have  been 
(1.    To  Iroada  have  eetabliabed  relief  sys- 

tems, insurance  systems,  and  pennon  systems  f-r  tin  bene- 
fit  of  employee*,  and  s  of  aafety  composed 

of  employees  and  m  tflcials. 

Economical   I'nnh.ise  of  Materials  and  Supplie*.- 
"tli.r  large  element  of  railroad  operating  cost  is  materials 
and  supplies.     I;  .luty  nf  the  purchiwing  agent  to 

keep  constant  I y  in  formed  of  market  conditions  and  of  the 
needs  of  the  railroad  whieh  he  serves.  This  he  doea 
!y  of  current  periodicals,  conferences  with 
dealers,  and  examination  of  the  requisitions  which  show 
the  kind  .in. I  quantity  of  materials  or  supplies  needed.  th«- 
purpose  for  \\lii.-h  ih.-y  :in»  to  be  used,  and  the  time  when 
they  must  be  available.  He  must  also  see  that  they 
i  livered  where  they  are  to  be  used  or  stored  until 
needed,  and  he  must  attend  to  the  sale  of  old  material*. 
Some  of  his  purchases  are  made  nn<l<r  eond  •IKTS 

UTS  placed  after  comiM-titm*  bids 
upon    detailed    specifications.    The    purchasing    agt'ir 
finally  responsible  for  ion  of  materials  and  sup- 

plies in  order  to  insure  th.-  railroad  against  loss  through 
iot  quality.     In  this  he  is  assisted  by  tin- 
other  officers  and  employees,  for  it  is  generally  required 
that  users  of  material  must  report  all  cases  in  whi<  h  then- 
baa  been  failure  to  conform  to  speciii  ati us.    For  th.ir 
mation  and  t'»r  tin-  guidance  of  th.-  put,  basing  agent, 
it  is  the  practice  of  many  of  the  operating  departments  to 
prepare  printed  specifications  defining  the  grade  of  ma- 
and  the  testa  which   must  be  met 
is   ind.  prudent  companies  operate  laboratories  for 
th.  -i.  testing,  and  analysis  of  railroad  suppli.-s 

and  materials,  and  some  of  the  larger  railroads  have  found 
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it  economical  to  maintain  laboratories  of  their  own.  Th«- 
general  ston  >  usually  subordinate  to  the  purchas- 

ing agent.  II«'  is  charge*!  with  Ihr  .-an-  an.l  (listrilmt'mn 
of  in  and  supplies.  !!«•  must  endeavor  t<»  main 

tain  his  stock  t<>  meet  all  current  demands,  but  he  must 
also  endeavor  to  have  no  more  capital  than  necessary  tied 
up  in  his  stores. 

Economical  Use  of  Materials  and  Supplies.  —  In  the  use 
of  materials  and  supplies  there  are  opp«»rt  unities  for  the 
exercise  of  economy.  It  has  been  found  upon  experiment 
that  of  the  coal  used  in  locomotives,  only  forty-five  per 
cent,  is  utilized  in  effective  work.  As  the  railroads  of  the 
United  States  have  an  annual  fuel  expense  of  about  $200,- 
000,000,  this  represents  a  great  waste.  Much  of  this  waste 
is  not  avoidable,  however,  because  of  necessary  limitations 
of  physical  dimensions,  and  of  conditions  of  operation. 
But  while  a  locomotive  cannot  approach  the  standards  of 
fuel  economy  possible  in  a  stationary  boiler,  careless  and 
inefficient  firing  may  be  eliminated  through  instructions  to 
firemen,  and  through  the  establishment  of  cooperative  re- 
lations between  firemen  and  enginemen,  so  that  firing  shall 
be  done  at  the  proper  time  and  so  make  it  possible  to  re- 
duce the  waste  of  fuel2  while  the  locomotive  is  standing 
idle  either  before  or  after  a  run. 

Economical  Use  of  Railroad  Property  and  Equipment.  — 
In  the  interest  of  economy  it  is  imperative  that  the  most 
effective  use  be  made  of  railroad  property,  as  that  prop- 
erty is  subject  to  overhead  charges  for  interest,  rentals, 
and  depreciation.  So  far  as  proper  service  of  the  public 
will  permit,  cars  must  be  loaded  to  the  maximum  capa- 
city, train  loads  must  also  be  increased,  cars  and  locomo- 
tives of  greater  efficiency  must  be  introduced,  dead 
weight  and  light  car  and  locomotive  mileage  must  be  re- 


»8ee  aeries  of  articles  on   "Opportunities   for   Economy   on 
ways,"  by  L.  C.  Fritch  in  Knibmj,  Age  Gazette,   1911-2:   LI,  1059 
et  seq. 
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dosed,  and  those  speeds  must  be  adopted  which  are 

economical  for  the  different  varieties  of  traffic.    The  New 

York  Central  has  increaaed  b..  the  efficiency 

•s  Pennaylvania  diviaion  through  the  aubatitution  of 

ix  Mallet  locomotivea  for  sixty  conaolidated  loco- 

raotivea.    It  ia  now  able  to  haul  1400  can  instead  of  1000 

cars  per  day  over  this  single  track  line,  and  to  effect  a 

saving  in  fuel  per  unit  of  work.     It  haa  also  fourxi  it  pos- 

Mt-I.   i  .  diapenae  \vith  t.-n  trains  each  way  per  day,  and  to 

per   cent    the    amount   of    overtime. 

Instead  of  op*  rating   trains  of  .'1500  tons  at  the  rate  of 

fifteen   to   .-i'/hi-  s   per  hour,   it   now  hauls   trains 

of  4000  tons  at  the  rate  of  ten  to  fourteen  milea  per 

"Scientific  Management"  as  a  Factor  in  Economical 
Operation.— About  twenty  per  cent,  of  railroad  operating 
expenses  represents  the  coat  of  maintenance  of  equipment 
•ILT  tin-  time  that  a  car  or  a  locomotive  is  being  over- 
hauled in  the  shops,  it  can  earn  nothing  upon  the  invest- 
ment represented  by  its  coat  It  is  desirable,  therefore,  to 
reduce  this  period  aa  much  as  possible.  This  haa  been 
done  by  the  Atchison  through  the  introduction  of  im- 
proved methods  of  shop  management  based  largely  upon 
the  system  employed  by  engineers  of  the  "scientific  man- 
agement" group.  The  economies  which  were  effected  by 
this  railroad,  partly  as  the  result  of  the  adoption  of  this 
system,  and  partly  from  other  causes,  have  led  to  the  sug- 
gestion that  it  be  introduced  generally  upon  all  railroads. 
This,  it  is  claimed,  would  make  possible  a  great  reduction 
in  the  coat  of  operation.' 

The  guiding  principles  of  the  "scientific  management" 
group  of  engineers  as  set  forth  by  Mr.  Frederick  W.  Tay- 
are  aa  follows: 

A  Interstate.  Commerce  Commiiwioo,  Evident*  Taken  in  the  Matter 
of    Proposed   Advance*   in   Freight   Rate*  I-..  -.111.   4756- 

808.     <1»11.) 
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1       !i   man   in    tln> 
hiirh    «>r    low.    should    daily    !  l.-arly    defined    ta-k    laid    out 

B  him.  This  task  should  not  in  tin-  least  ilc^n-,-  In-  \a«ue  Of 
indefinite,  hut  should  he  eiivnmsrrihed  carefully  and  <  ..mpl.-tcly. 
and  should  not  !•«•  e:i  •:,].li-li. 

B^COnd:  Standard  Cow////i«.//.-.  i:a<h  man's  la-k  should  rail 
fora  full  day's  work.  and.  at  the  same  linn-,  tin-  workman  should 
!>••  u'i\en  sin  h  condition^  ami  su«-h  appliances  as  will  enahle  him 
to  accomplish  his  task  \\ith  certainty. 

'iliirtl:  lli'jli  I'ny  /'or  8UCCC8H. —  Ilr  should  In-  sun-  of  lafL'e 
pay  when  he  aeeomplishes  his  t;i-k. 

rth:     Loxc    in    f'nxr    nf    r«ilurr.-    When    In-    fails    he   should 
!•••  -uiv  that  sooner  or   later  he  will  l»e  the  los,-r  hy   it. 

Wlien  an  ••staldishmrnt  has  rraehi-d  an  advance,!  itfitfl  of  or- 
irani/.ation.  in  man\  lifth  element  should  he  added,  namely, 

the   task    should   he   made  so  diltieiilt   that   it   can  only   be  accom- 
plished by  a  flrst-clnss  man.* 

Tn  the  npplieatinn  nf  tli«'sc  principles,  each  piece  oi'  work- 
is  caretully  j>lanned  before  it  is  undertaken.  This  in- 
volves a  careful  study  to  determine  the  simplest  and 
cheapest  pnssil.Io  method  of  performing  the  task.  Tin* 
next  step  is  the  preparation  of  a  card  of  instructions 
for  the  foreman  or  the  workman,  prescribing  in  minute 
detail  the  manner  in  which  the  work  is  to  be  done.  Once 
assigned  to  the  work,  the  workman  is  supplied  with  the 
tools  and  materials  needed  for  its  performance.  If  he 
accomplishes  his  task  according  to  schedule  and  in  a  satis- 
factory manner,  he  becomes  entitled  to  a  bonus.  If  lie 
fails  he  is  given  personal  instruction;  and  if  he  then  fails 
he  is  assigned  to  other  work  for  which  he  may  be  better 
qualified.  Thus  the  workman  is  enabled  to  work  under 
the  most  favorable  conditions,  and  so  accomplish  more  a  ml 
earn  more  with  less  effort  and  in  less  time.  Scientific 
management  separates  planning  from  performance;  it  re- 

4Tavlor,     "Shop     Mana^-mr-nt."     Amor.     SOP.     of     Had 
ProMoeftcm*,    XXIV.    13<5S.     (ion.-?.)     SOP   also  his   "Principle!  of 
bifio   Management"     (inn.) 
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lieve*  la1  IIIHIIIIKI-! 

nance  aecotv  .-h.-.lul 

res  stall • 

Lnd   in*'  ii|'iii.  ui       .\<>t    only    in   tin*    Hli.  ieiiey 

in. -n-iiM-il.  I. in    tin-  efficiency  of  material  an 

1-l.int    .in. I   •  •-luipruent  M  well.     Tli-    employ,  r  in   tlniK  en- 

.|l»l.,[  .|    e«|llipin.  lit. 

ami  t.»  •  •••>  ii|».n  ln>  |.rn|.ert  .        II      trains 

i'.;l>  reduced  labor  coat  result  icreaae  in 

tli.-  |ir...lueiive  i"  i  In-  workmen 

is  Die  claim  of  the  advocates  of  s  management 

'I'll.-  'lifticulties  in  the  way  of  the  general  n  of 

Mich  a  system  l.y  the  railroads  have  been  ably  *>i   forth 

am!  diacuaaed  i»y   Mr    William  James  Cunningham,  from 

whoae  arti<  1.   th.    f,, Mowing  paragraphs  are  presented: 


Obttaclc*  Wai/.— The  soccew  of  acl«M 

In  commercial    un-i.-rtaKiiiL-  t    in    itM-ir   prore  that  the 

new  system  would  be  equally  <>flWtiv<>  in  railroad  work.  The 
easenthil  (lifTrrencea  between  railroads  and  in:mufa«  luring  es- 
tabllsnments  must  be  borne  In  inind.  These  differences  may  be 
Mummartafl  nn.l.-r  f<>ur  beadlngs:  (1)  area  and  extent  of  acilr- 

<iiit|nit  ;    Cli    relations    with   the 
piil.li.    an. I    tli.-  «;  >  with  lal-.r   unions. 

•  T.-IMVH  In  an  :.-nt  ..f  activity  are  obrlous: 

•vintf  eNtablltfh m<-n(  with  Its  concentrated  forces 
and  Inteiwlre  activity:  tin-  niilrund  with  Its  long  lines  of  com- 
munication, scattered  units  of  organisation,  and  extensive  range 
of  action.  Railroad  forces,  spread  out  thinly  over  the  line, 
necessarily  work  under  ncant  supervision 

With  r.-<|Ni-t  to  tin-  nature  of  product  or  output,  there 
are  also  dlntlm-t  <1  inference*  between  an  Industrial  establish- 
ment with  a  uniform  output,  and  a  railroad  repair  shop,  where 
uniformity  In  the  work.  The  cost  of  the  work 
In  a  railroad  shop  Is  a  small  part  of  total  operating  expenses. 
Shop  and  repair  work  Is  incidental  t..  the  main  function  of  pro- 
ducing transpo  The  value  or  efficiency  of  railroad  shop 
upon  bow  well  It  assists  In  the  safe  and  oxpedl- 
of  passengers  and  freight  It  cannot  be  sys- 
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iti/'-d  1"  the  same  decree  as  in  iiiamifaeturini:  sh..p<.  where 
the  character  of  the  work  varies  l-ui  -l^-htlv.  <  Mieniimes.  too, 
it  !M  inin-li  limn-  important  that  railroad  repair  \\.<rk  be  done 
qui.kly  than  at  the  lowest  possible  cost  . 

(8)      Ouite  apparent,  also,   an-   the  dissimilarities  between    rail 
roads   and    private    COBGCnii    in    their    i-elat  ion-,    to    the    puhlic   and 
govemi  i  M  MM  a  1    re-ulatin-    l...diev      A    railroad    is    a    puldie    » 
i.      The    puhlie    rightfully    demands     that     ade«|ii:i 
B    shall    outrank    the    payment    of    dividend-.      A     manulae 
turing    establishment    exists    solely    for    profits.     If   It    ceii^- 
l>e  profitable,   it    may  close  Its  doors  or  ehanu'e   the  nature  of   its 
business.     The  operation  of  an  unprofitable  road  must  continue. 
It    has  two  functions,  public  service   and   profit  making;    It    may 
not    neglect    service    to    favor    profits.    Necessarily,    therefore, 
methods   are   employed   in   the   interest  of   public   service 
though    they   involve  economic  loss,   and  would  not  be  resorted 
to  if  railroads  were  operated  as  private  industries.    .    .    . 

(4)  Perhaps  the  greatest  barrier  to  the  introduction  of  any 
system  designed  to  accomplish  savings  which  will  diminish  the 
number  of  employes  is  the  labor  organization.  Practically  every 
branch  of  the  railroad  service  is  strongly  organized  and  militant 
The  manufacturer  has  his  labor  problem  also;  but  he  can  close 
down  his  plant  or  lock  out  his  men  if  he  sees  fit  With  railroads, 
resistance  to  demands  considered  by  them  as  unreasonable  must 
not  be  allowed  unduly  to  effect  service.  .  .  . 

Any  system  or  contrivance  which  has  for  its  object  the  crea- 
tion of  competition  among  workmen,  or  which  will  cause  them 
to  exert  themselves,  is  repugnant  in  principle  to  labor  leaders. 
Its  direct  result,  as  they  see  it,  is  to  "speed  up."  and  to  lessen 
the  number  of  workmen.  Their  attitude  is  indicated  by  the 
strong  opposition  of  the  Brotherhood  of  Locomotive  Engineers 
to  the  introduction  of  the  Mallet  compound  locomotive.  .  .  . 
The  organization  held  out  strongly  for  double  pay,  on  the  theory 
that  the  Mallet  engine  does  twice  the  work  of  an  ordinary  engine, 
and,  if  ordinary  engines  were  used  instead,  double  the  number 
of  enginemeu  would  be  necessary.  ...  Of  similar  signifi- 
cance are  the  organized  efforts  of  conductors  and  trainmen  to  pro- 
hibit double-heading.  By  this  is  meant  the  practice  of  running  two 
engines  on  a  freight  train  so  as  to  increase  its  length.  The 
resulting  decrease  in  the  number  of  trains  and  the  consequent 
smaller  number  of  train  crews  are  opposed  by  the  men. 

These  difficulties,  serious  as  they  are,  may  be  met  by  experts. 
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he  rnilrond  man  aeea  no  definite  plan  for  tbe  application 
»f  (he  new  "principle*";  and  be  baa  a  fondneai  for  tbe  con- 
crete. After  studying;  scientific  management  aa  applied  to  abops 
be  realise*  thut  \\in-n  Himii  ,  are  made  to  extend  it  to 

tbe  wbole  line  of  railroad  operation,  lone  and  expert  stud?  will 

must  be  made  to  meet  tbe  exacting  conditions  of  railroading.* 

Managerial  Responsibility  of  the  Directorate.— Tbe  bur- 
den of  economical  management  rests  finally  upon  the  board 
«f  directors  quite  as  much  as  upon  the  railroad  officers, 
the  directors  must  decide  all  important  questions  of 
managerial    \  determine,    f<»r  example, 

her  manufacturing  as  well  as  repair  work  shall  be 
carried  on  in  the  railroad  shops,  and  whether  repairs 
and  improvements  upon  the  roadway  and  structures  can 
be  made  most  economically  by  the  regular  employees  or 
by  outsiders.  In  general  railroads  have  found  that  it  is 
cheaper  to  purchase  new  equipment  rather  than  to  build 
it,  but  betterment  work  is  often  performed  by  contrac- 
tors, and  minor  repairs  to  stations  out  on  the  line  may  be 
made  by  arrangement  with  local  labor. 

ientific  Management  of  Railroad*,"  Quar.  Jour, 
of  loo*.,  XXV,  649-66. 


CHAPTER  X 
MANAGEMENT  AND  DISTRIBUTION  OP  THE  SURPLUS 

Control  Vested  in  the  Directors. — Net  earnings  lie  pri- 
marily within  the  domain  of  the  operating  head  of  a  rail- 
road. Net  income  and  other  accruals  and  charges  and 
reservations  jiflVrtin«r  the  surplus  account  are  primarily 
within  the  domain  of  the  board  of  directors.  In  approach- 
ing the  subject  of  management  and  distribution  of  sur- 
plus, it  seems  desirable  to  advert  to  those  classes  of  con- 
si  <ii  rations  of  the  board  of  directors  which  are  intermedi- 
ate between  net  earnings  ami  surplus.  As  has  been  stat< •<!, 
the  result  called  net  earnings  is  the  amount  of  the  operat- 
ing return  or  earnings  of  a  railroad  remaining  after  de- 
ducting expenses — the  net  financial  return  to  the  corpo- 
ration as  a  common  carrier.  Surplus,  on  the  other  hand, 
is  the  net  amount  which  remains  on  the  balance  sheet  after 
deducting  from  the  total  of  assets  an  amount  which  repre- 
sents the  invested  capital  plus  the  current  liabilities  and 
cash  reserves.  Stated  in  the  form  of  an  equation : 

Assets — (Invested  Capital  -\-  Current  Liabilities  and  Cash 
Reserves)=Surpliis 

Between  the  net  earnings  of  any  current  fiscal  period 
and  the  surplus  of  assets  over  liabilities  and  cash  reserves 
lie  all  of  those  contractual  relations  and  official  actions 
which  affect  the  properties  and  the  obligations  of  the  com- 
pany which  are  not  directly  connected  with  its  operations 
as  a  common  .-.-irrier. 

Scope  of  Authority. — Among  the  contractual  relations 
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which  lie  wit lii  11  the  realm  of  board  discretion  and 
the  net  iiicome  are  thorn*  which  have  to  do  with  ( 1  \ 
ties   held;    (2)    properties   and   enterprise!   owned   and 
operated  but  not  as  integral  parts  of  the  transportation 

ities;   (3)    bonds  outstanding  for  borrowed  capital; 

guarantees  of  securities  issued  by  subsidiary  com- 
panies; and  (5)  leases  of  roads  and  properties  used  by 
the    corporation.    In    recognition    of    the    non-operative 
character  of  these  contracts,  properties,  investments,  and 
obligations,  and  of  th«   <liff<  rcnces  in  official  responsibility 
tn   tlnin,   th,  v  are  usually   kept  separate. 
..i Is  t"  the  corporation  nor  the  charges  of 
these  classes  are  carried  to  the  operating  account ;  instead, 
they  are  sep  recorded  and  summarized  in  the  in- 

come account,  to  which  is  also  carried  the  net  earnings. 
Stated  in  the  form  of  an  equation : 

Net  Earnings  +  (Income  Accruals— Charges  Against  In- 
come) =  Net  Income 

This  account  therefore  develops  the  net  income  or  net 
investment  return  of  the  corporation,  i.e.,  the  return  on 
its  total  investment 

But  having  developed  the  net  income,  there  are  still 
other  increases  and  decreases  in  resources  that  are  to  be 
considered  before  the  management  may  know  what  is  the 
surplus  to  be  disposed  of — the  net  increase  or  net  de- 
crease in  the  assets.  In  other  words,  we  have  still  to  deal 
with  the  profit  and  loss  account,  to  which  is  credited  the 
net  income,  also  the  extraordinary  increases  less  the  ex- 
traordinary decreases  in  assets.  Stated  in  the  form  of  an 
equal 

Net  Income  +  (Profits— Losses)  =  Net  Profits 

To  the  net  income  must  be  added  the  increases  and  de- 
creases which  are  not  th  "--nit  .  ither  of  executive 
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discretion  »>?•  <>f  th,-  continued  investment  use  of  the  es- 
tate, viz:  tin  innvases  (or  profits)  due  to  the  sales  of 
securities  and  properties,  the  amortization  of  discount, 
etc.;  the  decreases  (or  losses)  due  to  extraordinary  ac- 
cident, theft,  fire,  flood,  etc.  The  current  net  profit  or  net 
Ion  when  added  to  the  balance  remaining  from  prior  fiscal 
periods  becomes  a  fund  which  is  subject  to  the  direction  of 
the  board  of  directors,  and  as  such  is  distributable  to 
shareholders,  if  the  board  may  so  determine. 

Uses  Made  of  tin  Surplus. — Assuming  that  all  the  assets 
and  liabilities  are  fairly  stated  in  the  accounts  and  that  no 
action  is  taken  by  the  board  affecting  net  profits  other  than 
that  of  distribution  to  shareholders  in  the  form  of  divi- 
dends and  that  dividends  declared  are  paid,  assuming  fur- 
ther that  there  is  no  subscribed  surplus,  then  net  profits 
(or  undistributed  profits)  as  shown  on  the  balance  sheet 
would  be  a  term  synonymous  with  surplus.  Such  a  condi- 
tion, however,  seldom  obtains.  In  the  first  place,  for  rea- 
sons which  may  be  sufficient  to  the  management,  the  ac- 
counts may  be  so  kept  as  to  conceal  instead  of  reveal  the 
true  condition  of  the  corporate  estate.  Again,  there  may  be 
a  surplus  which  has  not  been  accumulated  through  opera- 
tion or  from  the  investment  accruals  to  the  corporate  estate, 
but  through  subscriptions;  or,  it  may  be  thought  to  be  the 
part  of  wisdom  to  appropriate  amounts  from  undistributed 
profits  for  a  definite  corporate  use,  i.e.,  amounts  may 
be  set  aside  or  be  retained  in  the  business  or  invested  for 
some  special  purpose.  Or,  it  may  happen  that  not  all  the 
dividends  declared  are  paid  at  the  time  a  balance  sheet 
is  taken  off.  For  any  or  all  of  these  reasons  the  surplus 
may  be  divided  and  set  apart  for  particular  purposes. 
Each  of  these  should  be  separately  considered  as  a  part 
of  the  problem  of  management  and  distribution  of  sur- 
plus. 

"A  Surplus, "  says  Doctor  Henry  R.  Hatfield,  "by 
whatever  name  it  may  be  called,  represents  additional  capi- 
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•  •finally  derived  from  profits),  the  purposes  for  which 
it  is  created  may  be  any  «.f  thus.  .il  i* 

needed,  or  it  may  be  used,  ss  profit*  ordinarily  are  oaed, 
to   provide    mean*    for    paying  Generally 

•peaking,  wh.-th.-r  tin-  surplus  I..-  hitMt-n  or  shown  on  the 
the  balance  sheet,  the  proper  purposes  for  which 
the  surplus  may  be  set  aside  by  the  board  of  trustees  are 

-:   (1)   to  protect  the  corporate  estate; 
ve  the  esprit  d*  corps  and  increase  the  efficiency  of 
the  personnel  of  the  service;  (3)  to  increase  the  business 
;ie  corporation  without   increasing  issues  of  share  or 
;    i)  to  reduce  tin   funded  debt;  and  (5)  to 
hvidenda, 

ion  of  the  Corporate  Estate.-  M  the  discretion 
«>f  the  board  of  directors,  the  surplus  may  be  utilized  to 
protect  the  corporate  estate  against  impairment,  through 
a  aeries  of  continued  operating  losses.  One  m- 
of  accomplishing  this  end  is  to  retain  for  the  use  of 
the  corporation  a  margin  of  undivided  profits  to  insure 
against  losses  which  may  be  due  to  fluctuations  in  th<* 
volume  of  business,  the  net  result  of  which  might  be  to 
decrease  the  corporate  estate.  American  railroad  history 
affords  many  illustrations  of  the  need  !»  precaution. 

nne  of  business  of  the  railroads  is  one  of  the  best 
possible  indexes  of  general  business  conditions.  As  busi- 
ness becomes  more  active,  as  manufacturing  demands  in- 
crease, almost  in  like  proportion  demands  for  transporta- 
tion increase.  Conversely  every  decrease  in  produ 
decreases  the  demand  for  transportation.  What  are 
known  as  periods  of  prosperity  and  depression  are  re- 
flected in  railroad  earnings  with  almost  the  same  precision 
that  they  are  on  the  transact  ions  of  commercial  houses, 
MI.-II  as  banks  and  clearing  houses.  It  goes  without  say- 
ing that  the  financial  managers  of  the  road  should  take 
into  account  such  possibilities;  that  they  would  be  oonsid- 
"Modern  Accounting,"  29*. 
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ered  short  si-_rht.  <i  not  to  provide  airainst  an  impairment 
of  capital  from  such  causes.  Ordinary  business  foresight 
ucn Id  suggest  the  desirability  of  keeping  a  margin  of  MM 
divided  profits,  or  <>!  retaining  in  tin-  business  a  fund  which 
would  serve  to  insure  the  corporate  estate  against  impair- 
ment during  periods  of  business  depression.  Failure  to 
do  this  has  been  a  common  cause  of  receiversbip. 

A  second  purpose  for  which  a  fund  or  reserve  may  be 
created  out  of  surplus  is  t«»  insmv  a.irain.st  casualties,  such 
as  fire,  storm,  flood,  and  accident,  wh.-iv  insufficient  pro- 
vision has  previously  been  made  through  current  charges 
against  revenue.  In  establishing  the  policy  of  the  cor- 
poration and  in  managing  its  affairs,  the  board  must 
decide  whether  the  corporation  will  incur  an  expense 
in  the  nature  of  premiums  paid  to  other  companies  for 
carrying  such  risks  or  carry  the  risk  itself.  Properties 
of  a  railroad  are  so  widely  distributed  and  so  variable  in 
character  as  to  enable  it  with  safety  to  its  creditors  and 
shareholders  to  carry  its  own  risk  at  a  much  lower  cost 
than  it  could  be  carried  by  other  companies.  By  setting 
aside  a  fund,  or  carrying  a  reserve  to  insure  itself  airainst, 
fire  and  other  casualties,  it  is  able  to  apportion  or  distri- 
bute losses  evenly  over  a  term  of  years  without  being  re- 
quired to  pay  the  loading  expense  that  is  incident  to  ob- 
taining insurance  from  other  companies.  When  such 
charges  are  currently  made,  they  would  usually  become 
a  part  of  either  the  operation  or  income  account.  Such  a 
fund,  however,  may  be  established  by  setting  aside  a  part 
of  the  surplus. 

A  third  purpose  for  which  surplus  may  be  distributed 
is  to  create  a  fund  to  recoup  losses  from  bad  debts  or  to 
serve  as  a  reserve  to  protect  the  company  against  the  infi- 
delity of  officers  and  employees.  The  reasons  for  the 
company's  carrying  its  own  credit  and  fidelity  insurance 
are  practically  the  same  as  those  above  set  forth  for  carry- 
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tfi  own  insurance  against  casual  ties.    The  margin  of 

.r,  however,  i*  very  much  larger,  since  the  percentage 

of  actual  loss  i  bad  debta  and  from 

infidelity   ia   relatively   small   compared   with   premiums 

\\hi.-h  umiM  I,.-  ;  .Iso  may  be  accomplished  by 

setting  aside  a  part  of  the  surplus. 

\  provision  may  be  made  in  like  manner  for 

protection  of  the  corporate  estate  against  deprecia* 
to  failure  to  maintain  the  property  against  wear  and  tear 
anil  wast.-  from  the  elements.    In  similar  manner,  provi- 
sion may  be  made  for  loasea  or  deterioration  due  to  obso- 
lescence of  type  of  equipm-  nt  <>r  tin-  «-\i>ir;iti<>n  ,,f  p 
or  oti  its.     While  nniinarily  such  a  fuinl  would  be 

bad  an.l  maintained  as  a  charge  in  the  natim-  of  cur- 
rent expense,  and  as  such  would  be  a  <i*  <iu<  tion  from  earn- 
ings, to  make  ample  provision  h  prot« 
in  the  past  may  suggest  to  th,-  hoard  tin*  advantage  of 

:n  surplus, 

Still  a  i  !  in  of  reserve  is  to  be  found  in  amounts 

set  aside  to  protect  the  corporation  against  loss  due  to 
specul.it  i  i  securities,  or  to  protect  it  against  n 

porary  impairment  of  its  credit.    Usually  this   fun.-ti-.n 
is  performed  uitl  in. I  having  been  provided 

or  appropri  is  not  an  uncommon  practice  for  a 

corporation's  officers  to  watch  the  mark*  t  in  «>nl«-r  that  the 
price  of  its  securities  may  not  be  unusually  or  harmfully 
depressed  by  traders  who  may  seek  to  obtain  advantage 
from  a  "mi-!."  In  some  jurisdictions  it  is  made  unlaw- 
ful for  a  company  to  trade  in  its  own  securities;  in  such 
t  it  would  be  unlawful  to  appropriate  or  set  aside  a 
lumi  to  pmti ,  t  its  securities  against  speculative  or  other 
ncrally  sp.-aking,  however,  a  corporation 
v.!ii--h  in  a  measure  depends  on  issues  of  new  aeciiriti.s 
for  funds  must  take  int.*  eooai  >  unfavorable  aa 

well  as  favorable  market  conditions.     And  it  may  be  fur- 
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ther  said  that  whenever  it  is  desirable  to  make  some  defi- 
mvisinn  t«. i  protecting  the  market  price  of  its  securi- 
ties against  depreciation,  it  is  much  better  !'<>r  th<>  com- 
pany to  provide  f«»r  funding  such  transactions  than  to 
have  it  done  .surreptitiously  and  without  means  of  con- 
trolling the  acts  of  officers  who  otherwise  miirlit  ulili/.e  tin* 
financial  connections  of  the  company  for  personal  pr»tii. 

Improvement  of  the  Personnel. — The  use  of  the  surplus 
for  the  purpose  of  improving  the  esprit  de  corps  or  for  in- 
creasing  the  efficiency  of  the  personnel  of  the  corporation 
takes  several  forms.  Amounts  may  be  set  aside  as  a  fund 
to  indemnify  employees  for  time  lost  and  personal  expense 
caused  by  illness,  injuries,  etc.  The  advantage  of  so 
doing  is  apparent.  The  sympathy  and  interest  of  employees 
is  a  valuable  asset  of  the  corporation.  It  not  only  tends  to 
increase  working  efficiency,  but  it  also  enables  the  corpo- 
ration to  deal  with  employees  on  a  more  favorable  wage 
basis.  To  the  same  end,  funds  may  be  provided  or  set 
aside  as  a  pension  fund.  This  may  be  done  through  an  ap- 
propriation from  surplus  or  through  a  direct  charge  against 
income.  In  like  manner  appropriations  may  be  made  for 
education,  recreation,  and  social  improvement  of  em- 
ployees. Thus  appropriations  are  made  to  local  branches 
of  Christian  associations ;  social  centers  are  established  and 
maintained  for  the  employees  of  a  particular  corporation ; 
and  contributions  may  be  made  to  social  organization  and 
entertainment  centers  which  are  established  and  main- 
tained for  the  benefit  of  several  railroads. 

Increase  of  Business. — More  frequently  than  for  other 
purposes  the  surplus  is  used  to  increase  the  business  of  the 
corporation  without  increasing  its  outstanding  shares  or 
bonded  debt.  To  this  end  surplus  may  be  appropriated 
for  extensions  into  new  territory  for  improving  the  facilit  i«  s 
for  doing  business,  for  improving  the  road,  for  acquiring 
new  equipment  for  use  within  territory  already  occupied, 
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for  count:  -  •  nlarged  tormina!  : 

t<«  and  equipment  which  may  be 

used  in  riaea  aueh  as  steamboats,  mines, 

and  tiinl- r      Assuming  that   ..-l-l.-.l  i  r   pertie*  or 

.-in-  d.-siniMi-,  tin-  ! 
•iur  \vln-t  her  new  securities  will  be  issued  or  a 
ti..n     ,,f    tli,.    .surplus    appli.-d     in    Mich     us*- 
such  application  is  mail.-,  h"  the  operating  head, 

without    th.-    creation    of    a    d<  iii-i    or    reaerve. 

tin-  same  end  may  be  reached  aa  far  aa  resource*  are 
concrrncd  without  affecting  the  balance  sheet.     Additional 
or  improved  bridgea  may  be  Imilt.  nrw  rolling  atock 
eha»  improved    stations   and  office  build- 

ings erected,  and  the  coat  may  be  charged  direct! 

am,  thereby  creating  a  hidden  reaerve.  Again, 
leaseholds  may  be  acquired  and  treated  as  a  charge  against 
income  account  without  directly  affecting  the  surplus. 
The  results  of  such  practices  are  twofold;  the  expenses 
or  charges  against  income  are  inflated  without  warrant, 
and  the  properties  and  assets  thus  acquired  are  carried  aa 
a  hidden  surplus,  i.  r.,  disappear  from  financial  state- 
's. The  first  result  has  the  effect  of  misleading  share- 
holders and  the  public  both  as  to  the  cost  of  operation  and 
as  to  the  earning  power  of  the  mt.  -r prise.  The  second  re- 
sult is  to  enable  the  officers  or  other  persons  in  autl. 
who  may  have  knowledge  of  the  facts  to  manipulate  the 
securities  of  the  corporation  >  i  vantage. 

Surplus  may  be  set  aside  to  increase  the  working  capital 
of  the  corporation;  for  the  purpose  of  increasing  the  cash, 
stores,  and  other  assets  available  for  handling  the  eurn-nt 
business,  or  for  increasing  credit  accounts  of  customers. 
Seldom,  however,  is  this  accomplished  through  a  definite 
appropriation  or  funding  measure,  but  usually,  when  the 
lus  is  not  hidden,  through  carrying  the  amounts  at 
undivided  profits  or  in  the  general  surplus  account 
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A   i'ui-ili. r  use  of  surplus  for  increasing  the  business  of 

the  corporation  is  found  in  actions  taken  to  purr) MS,    tin* 

iti.s  of  other  cor | Mirations.     This  is  one  of  tin-  most 

effective  methods  of  establishing  conne-i  in-  and  obtaining 

more  cfT  •-•.m-kin^r   relations   \\itli    other    lines. 

Reduction  of  the  Funded  Debt. — Many  considerations 
may  be  present  which  would  move  a  board  «>f  Hi  rectors 
to  appropriate  or  set  ;i>i«!e  funds  for  the  reduction  of  tin- 
funded  debt.  Common  among  these  is  the  contractual 
obligation  established  at  the  time  bonds  are  i^su.,1,  mat- 
ing a  sinking  fund.  Under  such  contracts,  it  is  usually 
made  obligatory  to  set  aside  a  definite  amount  each  year 
which  when  invested  will  provide  the  means  for  retiring 
bonds  or  mortgage  indebtedness  when  due.  Without  such 
obligation  having  been  entered  into,  however,  and  as  a 
matter  of  policy,  it  may  be  deemed  expedient  to  reduce 
fixed  charges.  When  the  business  of  the  corporation  is 
unusually  large,  the  creation  of  such  a  fund  may  not  in- 
terfere with  the  declaration  of  dividends  which  will  be 
satisfactory  to  shareholders;  and  in  time  of  business  de- 
pression or  lighter  traffic,  the  fund  may  operate  to  in- 
crease the  net  income  accruals  or  to  decrease  charges  to 
such  an  extent  as  to  protect  the  management  from  finan- 
cial embarrassment  and  even  make  possible  the  payment  of 
dividends.  Such  a  policy  would  have  the  effect  of  giving 
to  investment  greater  stability  and  to  the  management  the 
means  for  using  the  necessary  amount  of  earnings  to  keep 
the  property  in  condition  so  that  it  will  be  able  to  handle 
the  business  when  greater  demands  are  made  for  traffic. 

Ecj  Dividends. — More  directly,  dividends  may 

be  equalized  by  appropriating  or  setting  aside  a  definite 
reserve.  When  a  road  is  so  located  that  it  must  depend 
for  earnings  largely  on  freight  traffic  and  on  long  haul 
business,  the  fluctuations  over  a  period  of  years  may  be 
so  great  that  without  such  a  reserve  it  would  be  impossible 
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to  pay  dr.idcnda  without   d.  p|,  ting  the  capital  invested. 

has  been  tlie  experience  of  nuch  roads  iw  the  Union 

Pacific  and  tin-  Northern  Pacific.    Aa  a  raralt  of  effort* 

mi  the  part  of  the  management  to  keep  aecuritiea  on  a 

divid.-nd  i-.!.  :-,  in  periods  of  liirht  I  MI M  HI-SB,  the  property 
waa  neglected  an  ved. 

All  ..f  these  and  Rtill  oth«-r  funding  purposes  may  be 

aubaerved  by  the  board  of  <lir«  tms  in  th<»  exercise  of  their 

proper  discretion    in   the  management  of  surplus.    The 

shareholders  hav-  >  any  part  of  the  earnings  or 

profit  .1  lias  !M  ,  M  set  asid<  ••»hu- 

ti-'ii  t..  il  i ie  form  of  dividends.     Kv.-n  under  tinan- 

uhieh  give  to  one  class  of  shareholders 

y   eantiot    !.«•   rlaim.-d    until    aftrr   th« 

board  has  decided  that  the  Mirj.lus  shall  be  so  used.    Pre- 

d  ahareholders  simply  have  a  prior  ri^ht  to  dividends 

when  d«  '(its  t..  be  exercised  pursuant  to 

contracts  made  at  tin-  time  th.-  shares  were  issued. 

Tl.'-  limitations  of  discretion  which  are  placed  on  the 
management  in  so  far  as  th.  y  i--l.it,-  t<>  th.-  di^trihution  of 
MM-]. his  are  to  be  found  in  th<*  •  ,ns  with 

tors  and  other  persons  who  have  a  right  to  demand 
payment  \Mtlmut  regard  to  the  financial  condition  of  the 
corporation. 

Distribution  of  Invested  Surplus. — When  the  surplus  is 
;>a.-k   int..   |M-nnan.  nt    properties,  or  invested  or  set 
aside  as  specific  reserves  for   purposes  other  than   divi- 
dends, it  is  not  usually  available  for  distrihution  to  share- 
h<»ld*-rs.  for  it  becomes  so  far  merged  in  the  general  HSsUs 
•  if  the  corporation  that  it  « -animt  be  readily  converted  into 
cash.    Under  such  .-imi instances  the  only  in.-th.»ds  \vhi.-h 
tin-  hoard  may  utili/..-  t«>  rnnhh-  them  to  d 
|»lns  as  dividends  an-  ••itlu-r  to  issue  bonds  against    th.-  in 
vested  surplus  to  declare  shnn-  divid  listrihuto 

iticates  of  beneficial   int.-n-st    in   prop«-rtii-s  uhi.-h  are 
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not  essential  to  the  road.  Thus  in  1906  the  Great  North- 
ern railway,  through  the  subsidiary  Lake  Superior  com- 
pany, distributed  among  its  shareholders  certificates  of 
beneficial  interest  in  the  iron  lands  in  Minnesota  which 
had  been  obtained  in  the  interest  of  tin-  railway  company. 
The  Buffalo,  Rochester,  and  Pittsburgh,  the  same  year, 
turned  over  the  shares  of  the  Rochester  and  Pittsburgh 
Coal  and  Iron  company  to  the  Mahoning  Investment  com- 
pany, the  shares  of  which  were  distributed  proportionately 
among  the  shareholders  of  the  railroad.  In  conformity 
with  the  requirements  of  the  " commodities"  clause  of  the 
Hepburn  act,  the  Louisville  and  Nashville  in  1908  divested 
itself  of  its  interest  in  coal  and  timber  lands  by  distribut- 
ing among  its  shareholders,  shares  in  the  Louisville  Prop- 
erty company.  And  the  Delaware,  Lackawanna,  and 
Western  railroad  in  1909  similarly  distributed  shares  in 
the  Delaware,  Lackawanna,  and  Western  Coal  company. 
A  special  dividend  out  of  working  capital  may  be  de- 
clared when  the  assets  so  far  exceed  the  liabilities  of  the 
corporation  as  to  make  the  action  one  of  distribution  of 
profits  unnecessarily  withheld  from  shareholders.  In  such 
cases,  however,  there  is  need  for  the  exercise  of  careful 
judgment  to  determine  that  the  surplus  is  real.  In  other 
words,  the  directors  should  know  that  the  apparent  excess 
as  shown  by  the  accounts  has  not  been  the  result  of  neg- 
lecting to  make  ample  provision  for  expenses,  including 
depreciation.  The  Chicago  and  Alton  special  dividend  in 
1909,  which  followed  an  adjustment  of  accounts  and  a 
calculation  of  outlays  for  betterments  which  had  been 
made  during  a  long  period  of  years,  is  an  illustration  of 
the  abuses  which  are  possible  when  the  element  of  depre- 
ciation is  not  properly  considered  in  the  distribution  of 
surplus. 

Dividends    Representing    Subscribed   Surplus. — A    sur- 
plus which  has  been  obtained  by  subscription  may  be  dis- 
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i  ted  as  dividend*  provided  there  are  no  legal  restrie- 
tions  to  the  contrary.     If,  however,  thin  part  of  the  ca 
ha*  been  merged  in  the  propertien,  the  management  labors 
under  the  same  disability  as  it  would  \\r 
vested  surplus  which  has  been  earned.    Di*t  • 
take  place  only  !»\  the  issue  of  securities  to  the  public  for 
cash  s.,  unties  issued  to  shareholders. 
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CHAPTF.K    XI 
ACCOUNTS  AND   STATISTICS 

The  need  for  accounts  is  a  need  for  information.  With 
the  development,  of  a  complex  system  of  mil  road  organi/;i- 
ti..n  and  operation  tli  -the  need  for  a  department 

\\hich,  while  itself  handling  no  moneys,  might  account  for 
the  revenues  of  the  corpor.it i<m.  prove  the  fidelity  of  those 
charged  with  collections  and  disbursements,  and  collect  and 
present  the  data  which  is  needed  by  the  management. 
The  trustees  have  special  need  for  some  agency  which 
may  report  the  result  of  administrative  policies  and  the 
efficiency  of  operative  officials.  Furthermore,  it  has  been 
found  necessary  to  have  an  office  of  records  and  accounts 
which  can  prepare  any  statement  required  by  administra- 
tive officials,  either  as  a  guide  to  management  or  as  a 
report  to  the  board  and  to  shareholders  and  governmental 
authorities. 

Development  of  the  Accounting  Department. — Railroad 
accounts  were  originally  kept  by  the  various  departments. 
Freight  agents  balanced  their  accounts  against  each  other 
before  reporting  to  the  general  bookkeeper,  who  entered 
the  final  results  of  all  subsidiary  accounts  in  the  general 
books  of  the  company.  There  was  no  attempt  at  the 
preparation  of  statistics  or  of  comparative  statements,  and 
the  directors  had  for  their  guidance  only  the  figures  rep- 
resenting gross  earnings,  expenditures,  and  net  income. 
In  some  <MIII panics  the  bookkeeper  was  subordinate  to  the 
general  number,  in  others  to  the  secretary;  in  others,  as 
in  the  New  York  ('mi ml,  the  treasurer  was  in  control  of 
the  accounts:  in  fact,  at  one  time  or  another  in  the  history 
of  the  various  companies  this  was  the  common  organiza- 
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ao'MuiiN      This   ;..'r.  .;V  corpora 

•  .11.  .\\.-.l  tin-  pul.lir  i-Miir,  pt  .  !  th.      (inancv  m 

aa  the  pi  iccountx. 

how«  of  tin  ••  became  apparent     Un- 

der these  conditions  there  could  be  no  adequate  control 

those  who  handled  the  funds.  and  irregu- 

;•*  were  not  in:  .rth.-nimr.-.  tin-  treasurer 

waa  interested   only  in  "rash"  transactions,  and  in 

tidrlity    of    subordinates    or    others    handling    "cash. 

••-•  was  littl.    att.  nipt  to  obtain  operating  <iata;  • 
waa  litt!-  uniiWmity  of  method  in  the  operat- 

ing accounts  and  statistics. 

iacy  of  Accounts  of  Railroads.  —  As  con- 

solidation became  more  fi«|u.nt.   tlic  confusion  was  in- 

creased;   as  between   railroads   there  was  not   even   the 

aemblance    of    uniformity.    As    depart  m.-nt    beads    were 

.1  t.y  th.ir  n-turns.  th.-re  was  a  natural  t«-nd«-n.-y  for 

thnn   to  make  as  favorable  a  showing  as  possible,  and 

th.  ir   reports,  which  were  t«.  serve  aa 

administrative    guides,     were    misleading.    The    general 

bookkeeper  was  eall.-d   tin-  "audit..!-"   U|».M   some  roads, 

title,  his  authority  was  limited.    Said  a 

\\  ritt-r  in    1  v 

The  Auditor  of  many  of  our  i>r<>mi!n>nt  mnipnnlos  Is  a  book- 

keeper,— not  lil  tig  more  or  leu.  and  a  blind  OIK-  at  that.     He  re- 

celvefl  a  summary  of  the  accounts  from  many  different  depart- 

ments  and   mechanically    enters   them    upon    his  books.    These 

accounts,   that   should    receive   the   nicest   scrutiny  and  elabora- 

Ncfore  reaching  him  In  tliia  condeiised  form,  are  made  up 

in  departments  conducted  un«l«  r  rvlslon  of  offlcera  who 

uiployed  became  of  their  especial  fitnesa  to  conduct  certain 

departments  connected  with  the  physical  operations  of  the  road. 

know  nothing  about  accounts;  and  If  they  did.  thrir  other 

labor*   wotild    i  r-«ludo    their    dfvotlng   the   care   and    attention 

The  rwult  la  that  the  officer  leaves  them  to 

i.-r  .  l.-rk.  \\ii...   in  tils  turn.  IK.  of  necessttj.  more  or  lea* 
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«>d    to   Other    duties.     .     .     .     and     .     .     .     tin-    rx:miiM:iti.m. 
in  re:iiity.  is  eomluctetl  under  the  supervision  of  Inferior  cl 

As  a  means  <>f  remedying  these  unnecessary  conditions, 
the  accounting  department  was  created  during  the  seven- 
ties as  nu  independent  executive  branch  With  the  growth 
of  business,  greater  demands  were  made  upon  this  de- 
partment. New  accounts  were  introduced,  and  new  meth- 
ods d'-vis.'d  to  meet  conditions  on  particular  lines;  but. 
while  the  function  of  the  auditor  increased  in  useful  ness, 
the  methods  on  different  lines  became  more  dissimilar. 

We  have  abundant  evidence  as  to  the  chaotic  condition  of 
the  accounts  upon  the  early  railroads.  In  1857  an  ex- 
amining committee  found  that  on  the  Boston  and  Provi- 
dence there  were  almost  no  safeguards  about  the  funds  of 
the  corporation.  Each  department  kept  its  account 
cording  to  a  system  of  its  own,  and  as  there  was  no  official 
to  whom  all  reported,  no  one  man  was  in  touch  with  all 
of  the  accounts.  Payrolls  and  bills  for  supplies  were 
paid  without  examination  to  determine  their  clerical  ac- 
curacy, and  with  no  evidence  that  an  adequate  return  had 
been  received.  Agents  were  not  charged  with  unsold  tick- 
ets, and  the  collections  of  conductors  were  not  checked. 
A  record  was  kept  of  commutation  tickets,  but  as  the  con- 
ductors rarely  examined  these  tickets,  passengers  \vciv 
allowed  to  ride  for  months  after  the  expiration  of  the, 
periods  for  which  they  had  paid.2  The  condition  of  af- 
fairs disclosed  upon  this  railroad  was  little  worse  than  that 
which  prevailed  throughout  the  country  at  that  time. 
Even  as  late  as  1892  the  accounts  of  the  Western  Mary- 
land were  found  to  be  kept  according  to  the  most  primitive 
methods.  The  president  was  accustomed  to  report  earn- 

1  Stork.  "The    Department  of   Railroad    Accounts,"   Railroad   Ga- 
zette, I,  74. 

2  Report  of  the  committee  for  investigating  the  Boston  and  Provi- 
dence. 
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ings  and  expenses  as  they  accrued,  but  the  treasurer  en- 
ipon  the  booka  only  as  they  were  received  or 
iius  tin*  turn  of  $2,972,000,  representing   interest 
due  and  accrued  «•!.  tin-  lun.l.  .1  .l.-i.i.  was  not  recofr 
aa  a  liability.     On   the  ntli.-r  lun.l.   the  eity  nf   Kiltimore 
waa  civ<litrd  with  a  loan  of  $1,800,000,  the  amount  minim- 
ized by  ordinance,  while  •  nit  actually  received  waa 
$1,704,000.    The  registrar's  record  ahowed  that  $324,000 
"f  preferred  stock  waa  outstanding  in  excess  of  the  amount 
ed  upon  the  secretary 'R  books.    The  Bum  nf  $226,000, 
senting  funded  coupon  certificates,  had  been  en 
aa  an  asset  f«»r  five  years  before  the  error  was  discov 
A  cash  it. ui  of  $4300  in  the  current  report  was  reduced 
to  $3000  by  the  investigating  coin  mission,  and  a  profit  and 
loss    credit    of    $453,000    waa    adjusted    to    a    debit    of 
$3,417,000." 

Progress  Toward  Uniformity. — So  long  aa  accounting 
systems  were  adopted  without  reference  to  methods  em- 
1  upon  other  railroads,  there  could  be  no  adequate 
standard  by  which  executive  officials  might  test  the  returns 
of  their  subordinates,  Aa  a  result,  in  many  companies 
insolvency  came  as  a  surprise  to  those  who  should  have 
been  familiar  with  actual  conditions.  Thus  the  president 
of  the  (Yntnil  t-f  NYw  'Jersey  was  so  badly  deceived  by  the 
accounts  that  he  considered  th<  «>mpany  sound  up  to  the 
eve  of  insolvency.  The  same  thing  occurred  upon  the 
Eastern  of  Massachusetts,  and  on  the  Boston  and  Port- 
land.4 

Effect  of  Publicity  Requirements  of  State  and  \ational 
Laws. — Under  such  conditions,  tl.  >ts  of  hoMers  of 

railroad  securities  were  inadequately  protected.  The  aa- 
aets  might  be  carried  at  exaggerated  values,  so  that  an 
apparent  surplus  would  be  sho\\n  when  there  waa  a  d. 

•  Report  of  the  commiMinn  to  investigate  the  Western  Maryland 
railroad  eonpany  and  t  it  of  the  city  then 

«  Sterne,  "Railroad   (J<  20. 
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This  was  once  the  practice  of  l>"th  the  Philadelphia  and 
Reading  mid  tin-  I'.altimore  and  Ohio.  It  was  to  remedy 
these  conditions  that  uniform  returns  were  early  required 
by  law  in  Massachusetts,  New  York,  and  other  states,  and 
by  congress  in  1887;  but  as  considerable  discretion  was 
necessarily  allowed  in  preparing  the  returns,  the  result 
was  not  equal  to  expectations.  While  such  laws  naturally 
served  to  promote  uniformity,  the  greatest  toree  in  this 
din. -tinn  has  been  exerted  by  the  Association  of  American 
Railway  Accounting  Officers,  which  was  organized  in  ISsT. 
Up  to  the  time  when  this  association  was  formed,  the 
freight  business  was  handled  on  local  waybills.  Kail  mads 
treated  other  lines  as  they  treated  shippers.  The  initial 
line  collected  its  charges  at  the  time  of  delivery  at  a 
junction  point,  and  each  connecting  line  re-billed  the 
freight  as  it  was  received.  Settlements  between  compa- 
nies were  arranged  by  agents  at  the  junctions,  or  by 
means  of  a  draft  of  the  agent  of  one  company  upon  the 
local  depositary  of  the  other,  and  there  was  little  occasion 
for  the  auditors  of  different  lines  to  have  any  communica- 
tion. These  methods  were  expensive  and  productive  of 
delay,  and  as  a  remedial  measure  there  was  devised  the 
system  of  interline  waybilling  which  is  in  use  to  a  greater 
or  less  extent  throughout  the  country.  This  has  necessi- 
tated uniformity  of  method,  and  through  this  association 
the  auditors  of  the  various  railroads  have  been  able  to 
bring  their  systems  into  comparative  harmony. 

Uniformity  Obtained  Under  the  Hepburn  Act. — Under 
the  act  to  regulate  commerce  (1887)  the  interstate  com- 
merce commission  was  authorized  to  require  annual  re- 
turns a«.  mding  to  uniform  specifications,  but  until  the 
amendatory  act  of  1906,  the  commission  was  without  ade- 
quate authority  to  require  a  uniform  interpretation  of  the 
d.  whether  by  different  companies  or  by  the 
same  company  in  different  years.  "It  is  evident, "  says 
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Doctor  Adam*,  "if  annual  r.-p.-ru  are  to  serve  a  practical 
•  •se.  tint-  -..Hi  Id  be  made  with  a  common  under- 

standing of  the  terms  uaed  and  rent  upon  a  uniform  sya- 
tcm  of  accounts.     This  U  >»ible  where  th-  rulea  of 

account  iriu'  have  tli.-  authority  of  law,  from  whieh  it  may 
be  coin-hid.-.!  that  a  system  •  •!"  prcacribed  accounU  ha 
been  established,  the  annual  report*  will  aaramc  signifi- 
cance  whieh   heretofore  they  have  not  borne,  especially 

th.-  p.-:'  us  discriminatiiiii  r- : 

to  railway  securities.  "• 

Organisation  of  Accounting  Department. — While  the  ac- 

'dinate    with    tli.-    tr.-asi. 

tin.  in.  it  is  ordinarily  dependent  upon  no  official 
except  the  operating  head  of  the  company,  wln-tln-r  preri- 
dent  or  vice-prcsid.  nt.  In  some  companies  th.  .  hi<»f  ao- 
rnuntinu'  ..tli.-.-r  reports  dim-tly  to  the  board  of  directors, 
means,  an  independent  agency  is  created  for  ob- 
tain, nation  and  an  effe»  k  is  maintained 

1)1*'  acts  of  all  those  who  are  responsible  for  manage- 
ment as  well  as  over  those  who  are  concerned  with  tin* 
handling  or  tin*  custody  <»f  mmx  \\..rk  of  the  ac- 

counting department  naturally  divides  itx.-lf  un 
heads — fn-i-jht   r.«.  ipts,  pass-  . -ipt.s,  disbursementa, 

and   ur<  in  ral    a< .  ..unts.     In  small   companies,   the  auditor 

•nptmll.T  has  dir.-.-t  .-liar^.-  «»f  all  tliese  branches,  and 
'•ied  out  und.T  iln-  supervision  of 
!  rks.    Usually,  however,  th.    auditor  exerts  imme- 
diate control  over  only  the  general  accounts,  leaving  tin- 
>f    disburse i n.-nts    and    receipts    to    subordinate 
auditors    who    work    under    his    general    dire.-tion.     The 
auditor  has  absolute  authority  over  the  forms  on  whi.-h 
the  accounts  in  all  departments  are  kept,  and  no  sul- 
nate  may  deviate  from  his  instructions  in  any   partim 
lar.     He  is  thus  able   to   in  irns  as  they 

Bonds  as  8eeturiti«s  from  National  Bank*,-  3. 
is; 
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are  made  to  him.  and  t<»  keep  in  such  close  touch  with 
th'  affairs  of  tin-  company  that  he  can  at  any  time 
draw  off  from  his  records  any  statement  which  may  be 
requi 

•  ml  Armunts. — The  auditor  has  direct  control  over 
the  general  ledger  and  over  such  subsidiary  ledgers  as 
may  be  required  to  record  the  particulars  of  transactions 
which  are  outside  the  jurisdiction  of  the  subordinate  aud- 
itors. The  general  ledger  is  the  book  of  final  record  into 
which  the  results  of  every  transaction  is  trans!', rn-d  at 
the  end  of  each  month.  It  contains  only  such  entries  as 
are  approved  by  the  auditor  upon  properly  authorized 
vouchers  payable  and  bills  receivable  and  upon  journal 
voucher*  representing  the  net  results  of  the  subsidiary 
accounts.  The  purpose  of  the  auxiliary  ledgers  is  to  pro- 
vide for  a  detailed  record  of  each  transaction,  and  to  di- 
vide the  clerical  work  so  as  to  facilitate  the  performance  of 
routine.  The  auditor  usually  has  direct  charge  of  the 
ledgers  containing  accounts  with  other  companies  and  with 
individuals,  the  station  agents'  ledger,  and  the  freight- 
traffic,  passenger-traffic,  and  car-service  ledger.  On  some 
roads  the  auditor  keeps  a  copy  of  the  treasurer's  cash 
book;  on  all  roads  he  receives  daily  reports  from  the 
treasurer,  and  at  irregular  intervals  verifies  the  treasurer's 
cash  and  accounts.  Upon  the  basis  of  the  monthly  re- 
turns the  auditor  makes  drafts  for  balances  against  rail- 
roads, and  approves  drafts  upon  his  own  company  before 
they  may  be  paid  by  the  treasurer.  Every  auditor  has  a 
force  of  traveling  auditors  who  take  charge  of  the  installa- 
tion of  station  agents,  and  as  often  as  twice  a  year  ex- 
amine the  accounts  of  each  agent  to  prove  them  against 
the  periodical  reports  submitted  since  the  last  audited 
balance,  and  to  see  that  the  cash  is  sufficient  to  cover  the 
balance  in  favor  of  the  treasurer.  Some  companies  also 
have  traveling  accountants  who  examine  the  accounts  of 
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ion  officer*,  union  stationa,  and  the  various  traii*(jor- 
ti  companies  operating  in  connection  with  the  mil- 

igkt  Auditor. — The  work  of  the  freight  auditor  baa 
to  do  largely  with  the  \  >n  and  recapitulation  of 

agent*'  report*,  the  entering  of  the  detailed  record  upon 
the  subai  iL'ht  , •!•••••  Mint*  ledger,  and  the  pr> 

of  summarized  entries  or  journal  vouchers  for  the  chief 
accounting  officer  to  record  in  the  freight  traffic  and  sta- 
tion agents'  ledgers  and  in  the  ledg» :  foreign"  line 
accounts.  In  accordance  with  it  MS  from  the  traf- 
fic depart IM  ut.  the  freight  auditor  also  apportions  among 

••sted  carriers  the  revenues  accruing  from  int<  rlm<- 
traffic.  The  basis  of  all  these  accounting  operations  is 
the  waybill 

The  Waybill. — A  shipp.r  d.-liv.-rinir   1  .  a  local 

agent  submits  a  shipping  bill,  giving  a  description  <>f  the 

lit,  the  consignee,  and  tl  ttimi.     In  n-turn  the 

agent  issues  a  shipping  receipt      This  may  be  exchanged 

•ie  shipper  for  a  bill  of  lading  if  a  negotiable  instru- 
ment is  desired,  but  the  contract  for  transportation  and 
safe  delivery  appears  upon  both  documents.  When  the 
freight  is  loaded  the  agent  prepares  a  waybill  which  con- 
tains a  memorandum  of  the  consignment,  together  with 
full  shipping  directions.  The  description  and  weight  of 
the  freight  is  given,  the  number  and  initials  «•!  the  car, 
the  route,  and  the  charge,  together  with  the  advances  and 
prepaid,  if  any.  One  copy  of  the  waybill  is  sent  to  th.- 

-lit  auditor;  another  is  retained  for  the  office  record. 
\V;i\  hills  may  be  divided  into  four  classes:  (1)  local  way- 
bills covering  shipments  destined  to  points  on  the  issuing 

:<>r's  line;  (2)  local  waybills  covering  shipments  des- 

i  to  points  on  other  lines;  (3)  interline  waybills  pro- 

•iiT  for  junction  settlement;  (4)  int.-rline  way  hi  11s  set- 
tled through  the  audit  office.  The  practice  of  interline  bill- 
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ing  is  gen- nil  aiinnii:  \\Y»tcrn  railr«,i<U.  I>u1  it  is  n"t  » 
tensively  followed  in  tin-  S<Milli,  and  least  of  all  in  tin-  KaM- 
« Tii  states.  All  interline  waybills  show  tin-  l<>ial  charge 
through  to  the  billing  destination,  or  to  the  last  junction 
or  pro-rating  point  on  the  route.  Usually,  and  at  all  times 
if  desired,  copies  of  such  waybills  are  sent  by  the  for- 
warding agent  to  the  freight  auditors  of  all  int. •rnn-diate 
railroads  over  which  a  consignment  may  be  routed.  'Un- 
original waybill  accompanies  the  freight  to  its  destination, 
except  in  the  case  of  "manifest"  freight  and  "time" 
freight,  which  demand  quick  service.  Such  id  i  :lii  N  way- 
billed  upon  specially  colored  forms,  and  a  card  of  en 
ponding  color  bearing  the  serial  number  of  the  waybill  is 
placed  on  the  outside  of  the  car,  while  the  bill  itself  is 
mailed  to  the  agent  at  the  billing  destination. 

While  ordinary  freight  is  en  route,  the  waybill  is  in  the 
possession  of  the  conductor.  Each  conductor  at  the  end 
of  his  run  notes  upon  the  bill  the  number  of  his  train,  and 
attaches  his  initials  before  delivery  to  the  agent.  If  the 
freight  is  weighed  en  route,  full  particulars  must  be  re- 
corded upon  the  waybill;  and  if  it  is  transferred  to  an- 
other car  or  diverted  from  the  original  destination,  the 
fact  must  be  noted.  When  at  its  destination  the  freight 
is  examined  by  the  receiving  agent  in  order  that  the  com- 
pany may  be  protected  in  the  event  of  claims  for  shortage 
or  damage.  The  waybills  are  also  tested  in  detail  to  de- 
termine the  propriety  and  accuracy  of  all  entries,  and  to 
make  it  certain  that  all  charges  have  been  applied  to  the 
consignment.  When  these  facts  are  established,  the  way- 
hill  is  at  once  forwarded  to  the  freight  auditor,  card  way- 
bills being  attached  to  their  complementary  forms.  In 
the  case  of  interline  shipments,  the  freight  auditor  of  the 
delivering  road  retains  the  original  waybill,  as  a  notice 
of  arrival;  a  second  is  receipted  and  handed  to  the  con- 
signee when  freight  charges  are  paid. 
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Collection*.— The  receiving  agent  is  responsible  in  all 
:  tuch  charge*  an  are  not  prepaid, 
and  as  toon  as  the  waybill  is  corrected,  triplicate  freight 
One   copy   be  aenda   to   the  con* 
aignee,    and    the    oth.-r    the    receiving    agent    retains 

taking   consignee's   receipt   for   property    th< 
Remittances    are    made    daily    to    the    treasurer,    or 
to  certain  designated  local  depositories,  and  the  an 
is  notified  of  the  fact  in  -r-l.-r  that  proper  credit  may  be 
ugh  waybills  are  examined  at  junction  points 
by  the  agents,  who  from  the  point  of  view  of  the  initial 

fie  receiving  agents. 

Agents9  Abstracts  of  Waybills  Forwarded  and  Received. 
»n  agent  is  required  to  prepare  monthly  ab- 
ts  of  waybills  forwarded  and  received,  and  agents  at 
junction  points  must  in  addition  submit  junction  reports 
containing  a  record  of  all  through  waybills  <1.  livened  to 
nthcr  lines.    On  representative  railroads,  these  agents'  ab- 
ts  show  by  separate  groups  the  waybills  passing  from 
•  .i.-h  particular  station  to  all  destinations,  and  in  a  sim- 
ilar manner  are  shown  all  waybills  received.    The  freight- 
received  reports  include  each  month  some  waybills  dated 
in  the  preceding  month,  which  were  therefore  includ 
the  forwarded  reports  of  the  month.    Similarly,  the  cur- 
rent forwarded  reports  include  the  record  of  some  waybill* 
which  have  not  had  time  to  reach  ih-ir  destination.    Such 
waybills  are  separately  listed   by  the   freight  auditor  on 
isit  sheets,"  and  the  footing  of  the  previous  month's 
transit  report  is  •  upon  the  "forwarded"  side,  and 

the  cnrr. nt  month  <>n  th  ved"  side.    Thus  the  bal- 

ance is  effected;  for  the  total  of  freight  forwarded  must 
equal  the  total  of  freight  received,  added  to  the  total  in 
transit  or  n  ight  auditor  submits  all 

waybills  to  final  test  to  determine  the  accuracy  of  the  ex- 
amiuution  of  the  receiving  agents.  The  monthly  al 
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are  then  checked  against  these  waybills,  and  the  abstracts 
aybills  forwarded  are  compared  in  tin-  fullest  detail 
\\ith  the  abstracts  of  waybills  received. 

Itittrlinc  Balances. — The  monthly  abstracts,  together 
\\ith  the  division  sin, -is  \\hirh  ;ire  supplied  by  the  traffic 
department,  enable  the  auditors  t<.  arrive  at  a  basis  for 
settlement  mi  interline  Imsiness.  Drafts  for  balances  are 
made  monthly,  though  drafts  for  approximate  balances 
an-  permitted  each  week,  and  settlements  on  through 
i'lvi-jht  interchanged  at  junction  points  are  invariably 
made  weekly. 

Auditor  of  Passenger  Receipts. — It  is  the  function  of 
the  auditor  of  passenger  receipts  to  account  for  the  reve- 
nues from  the  sale  of  tickets  and  the  collection  of  cash 
fares,  to  apportion  them  among  the  companies  over  whose 
lines  tickets  have  been  sold,  and  to  record  the  detailed 
operations  of  this  department  in  a  subsidiary  passenger- 
accounts  ledger,  from  which  entries  may  be  furnished  to 
the  auditor  for  record  in  the  passenger  traffic  and  station 
agents*  ledger,  and  in  the  ledger  containing  accounts  with 
other  railroad  companies. 

Tickets. — The  greatest  part  of  passenger  revenue  is  re- 
ceived from  the  sale  of  tickets  by  local  agents  who  obtain 
their  supplies  through  requisitions  upon  the  general  ticket 
agent,  and  charge  rates  which  are  fixed  by  the  passenger 
traffic  department.  Tickets  are  of  many  kinds,  but  the 
standard  varieties  are  local  tickets  and  interline  or  coupon 
tickets.  Local  tickets  are  usually  printed  upon  single 
cards,  but  in  some  cases  they  are  made  in  two  sections,  one 
of  which  is  the  stub  upon  which  is  printed  a  full  record 
of  the  ticket.  This  stub  is  retained  by  the  selling  agent 
Interline  tickets  consist  of  a  contract  with  attached  cou- 
pons which  are  good  for  passage  over  successive  portions 
of  the  route  for  which  the  ticket  is  issued.  The  first  cou- 
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he  agent '•  stub,  and  thia  ia  detached  at  the 
of  tale.    There  are  many  special  varictu-N  of  passenger 

t*— round      trip,     fl  (limitation,     mileage, 

party,  clergy,  half-fare,  etc.    All  ticketa  bear  aerial  .• 
ben  -s,  .-md  agenta  are  charged  with  the  specific 

is  which  are  detailed  in  th.  na. 

Cask  Collections. — Upon  the  trains, 
ticketa  n-  D    tip  and  cancelled  by   the  condu 

Each  conductor  cancela  only  thoae  coupona  or  local  ti 

ii  arc  destined  to  points  upon  his  run,  r.-turiiiiiif  th«- 
othcra  aft  ng  a  record  of  each  one  so  honored.    Cash 

fare  receipts  are  issued  by  conductors  from  books  of  forms 

h  are  charged  against  them  by  the  auditor  of  passen- 
ger receipts.    Theae  receipts  are  in  duplicate,  half  • 
to  the  paasenger  in  lieu  of  a  t  In  some  cases  a  slight 

excess  fare  is  collected,  subject  to  the  provision  that  a 
corresponding  rebate  will  be  paid  by  any  agent  in  return 

he  passenger's  receipt    These  receipts  are  forwarded 
h\  the  ageul^  paasenger  auditor's  office,  where 

are  checked  against  the  conductor's  returns.  Agents  keep 
a  daily  record  of  ticket  sales,  showing  in  detail  the  ticket* 
sold  and  the  amounts  received.  They  are. also  required 
to  submit  a  formal  monthly  report,  supported  by  the  stubs 
torn  from  the  tickets  sold.  Conductors  send  in  the  auditor 
at  the  end  of  each  run  all  cancelled  tickets  and  cash  fare 
receipts,  and  they  prepare  a  full  report  monthly.  Agents 
and  conductors  are  required  to  remit  collections  daily  to 
the  treasurer  or  to  a  depository. 

tin-  passenger  nu<ir  monthly  reports 

of  agents  are  compared  with  their  daily  records  of  t 
sales.    Ti  .en  up  l.y  conductors  are  assorted  accord- 

ing to  various  <  l.isxjii,  .itions,  and  the  accuracy  of  fares  is 

:nin.d  hy  reference  to  agents'  reports.     Entries  sre 
finally    prepared    for   the    passenger-traffic    and   station 

IS! » 
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agents'  ledgers.  Revenues  on  foreign  coupons  sold  i.\- 
agents  of  the  company  are  apportioned  a< •« -onling  to 
schedules  prepared  by  tin-  passenger  traflir  department. 

Interline  Ticket  Reports. — Each  month  tin-  passenger 
auditor  compiles  an  interline  ticket  report,  whieh  sh<> 
detail  the  revenues  accruing  to  every  line  over  which  tin- 
company  has  sold  coupon  tickets.  Similar  reports  U 
ceived  from  other  railroads,  and  these  are  carefully  tested 
to  determine  that  the  company  has  been  allotted  its  due 
proportion  of  the  revenues.  From  these  reports  are  drawn 
totals  which  are  entered  upon  the  passenger-accounts 
ledger,  and  which  are  submitted  for  entry  in  the  passen- 
ger-traffic ledger  and  in  the  ledgers  devoted  to  accounts 
with  "  foreign "  lines  and  with  station  agents  and  conduc- 
tors. 

Auditor  of  Disbursements. — It  is  important  that  all  rev- 
enues accruing  to  a  company  be  turned  into  the  treasury 
without  loss;  it  is  no  less  important  that  the  funds  in  the 
treasury  should  not  be  withdrawn  except  for  proper  pur- 
poses ;  that  the  full  amounts  are  expended  for  the  purposes 
announced;  and  that  a  fair  return  is  received  for  the 
money.  It  is  the  function  of  the  auditor  of  disbursements 
or  auditor  of  expenditures  thus  to  safeguard  the  treasury 
of  the  railroad.  He  cannot  veto  improper  expenditures, 
but  he  may  refuse  to  give  them  validity  by  placing  the 
records  of  such  transactions  upon  his  books.  The  sub- 
sidiary ledgers  kept  in  this  department  are:  the  record  of 
vouchers  audited,  the  record  of  bills  audited,  and  the  ma- 
terials-and-supplies  ledger.  Transcripts  of  the  footings 
of  these  accounts  are  submitted  monthly  to  the  chief  ac- 
counting office  for  entry  in  the  general  ledger. 

Payrolls. — Expenditures  incident  to  railroad  operation 
are  created  on  account  of  labor,  materials,  use  of  facilities 
of  other  railroads,  and  claims.  Labor  is  paid  through  tin- 
medium  of  a  payroll,  which  is  prepared  by  the  operating 
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ottci  arge  of  i  loyeca,  from  the  time 

record  and  a  schedule  of  wage*  furnished  by  authority  of 

officer*  of  the  department    Aeeompai. 
the  payroll  U  a  summary  abowing  the  distribution  of  the 

its  of  the  company.  When  certi- 
fied by  the  inak. -i -,  th.-  payroll  i*  piuwvd  to  the  chief  operat- 
ing officer,  MM. I  \\hrii  approved  by  him.  it  is  s.-nt  to  the 
an.  hi  ••!•  Hements  for  audit,  and  finally  to  the  chief 

accounting  officer  for  warrant.     Increases  in  forces  < 
wages  most  be  authorized  by  the  chief  operating  officer. 
When  paiil.  tli.-  receipted  payroll  is  returned  to  the  chief 
accounting   officer,    who    <-r..lit.s    th.-    treasurer    with    th.- 
am. -unts  .  nt  of  wages  is  made  by 

rh.vk.  the  checks  are  drawn  by  the  chief  accounting  officer 
against  th.  payroll  and  paased  to  the  treasurer,  who  ar- 
ranges for  tihir  .I)  •!  through  the  local  agents. 
Cancrll.-.l  -h.rks  are  examined  by  the  treasurer,  and  when 
verified  are  i  to  the  chief  accounting  officer  for 
credit  upon  the  general  books. 

Requisitions  for  Materials  and  Supplies. — Materials  and 
supplies  are  generally  bought  by  the  purchasing  agent  on 
requisitions  approved  by  the  proper  operating  officer,  and 
sj  in  tripli.-ate  tic  !  from  the  vendors.    One 

invoice  goes  to  the  storekeeper  to  whom  the  purchase  is 
_rned,  an  the  auditor  of  disbursements,  and 

iinl  to  th.-  purchasing  agent.  The  storekeeper  checks 
his  invoice  against  the  shipm.-nt  and  sends  it  to  the  pur- 
chasing agent,  who  thereupon  issues  a  voucher  in  favor  of 
the  vendor.  This  voucher  is  passed  to  the  chief  operating 
officer  for  approval,  and  to  the  auditor  of  disbursements, 
authorizes  payment  by  the  treasurer.  The  auditor  of 
disbursements  keeps  separate  ledger  accounts  with  each 
storekeeper,  posting  from  the  vouchers  of  the  purchasing 

us  of  operating  officers  for  ma- 
is.    These  requisitions  are  requin -.1  from  the  officer  in 
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immediate  charge  of  the  work   for  which  the  material 
to  be  use. I      They  are  summarized  by  the  storekeepers, 
who  submit  a  report  each   month  to  Die  auditor  of  dis- 
bursements. 

Vouchers. — For  nil  operating  expenditii!  ;.t   l.ihor, 

vouchers  are  required.  This  applies  not  only  to  material 
disbursements,  but  also  to  contract  payments  and  miscel- 
•us  expenditures.  The  vouchers  are  prepared  by  the 
operating  officer  directly  in  charge  of  the  work  causing 
the  expense,  and  when  approved  by  the  ranking  officer  in 
the  operating  department,  they  are  sent  to  the  auditor  of 
disbursements.  Each  voucher  shows  what  materials  have 
been  used  and  the  purpose  of  their  use,  and  when  certified 
by  the  responsible  officer,  it  is  evidence  to  the  accounting 
department  of  the  propriety  of  the  expense.  Vouchers  are 
often  issued  in  duplicate,  one  part  showing  the  accounts 
to  be  charged  together  with  the  certification  of  the  operat- 
ing officer  and  of  the  auditor  of  disbursements,  the  other 
showing  the  approval  of  the  chief  operating  officer  and 
of  the  chief  accounting  officer  and  the  receipt  of  the 
payee. 

Distribution  and  Classification  of  Expense. — Railroads 
provide  employees  with  schedules  to  enable  them  to  make 
proper  distribution  of  charges  upon  the  vouchers.  These 
schedules  follow  the  classification  of  the  interstate  com- 
merce commission.  Four  classifications  of  operating  ex- 
penses have  been  prescribed  by  the  commission — the  orig- 
inal in  1888,  a  first  revision  in  1894,  a  second  revision  in 
1901,  under  the  act  to  regulate  commerce,  and  a  third  re- 
vision in  1907  under  authority  of  the  Hepburn  act,  together 
with  a  supplement  to  this  edition  in  1908.  As  finally  re- 
vised under  the  original  act,  the  scheme  provided  for  dis- 
tribution of  expenses  under  four  general  accounts,  each 
of  which  was  made  up  of  various  primary  accounts. 
Maintenance  of  Way  and  Sinn-lures  included  ten  ac- 
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count* ;    Maintenance    of    Equipment 
Transportation,     thirty-seven;    and     General 

liretv    The  classification   now  in 
reases  the  number  of  general  accounU  to  five  and 
accounU  to  one  hundred  and  nixteen.    Main- 
tenance «  it  urea  now  eomprehenda  twenty- 
three  accounts;  Maintenance  of  1  nt,  twenty-nine; 
Traffic  Expenses,  eight;  Tranaportation  Expenses,  forty- 
imd  General  Expense*,  eleven.    The  new  general  ac- 
t  waa  added  to  make  it  possible  "to  separate  the  ex- 
penses of  soliciting  traffic  from  the  expenses  incident  to 
hauling  the  traffic";  and  the  number  of  primary  accounts 
waa  increased  to  "permit  a  more  careful  analysis  of  the 
cost  of  transportation/" 

tor  these  requirements  is  given  in  that  part 
<»f  the  Hepburn  act  which  reads:  "The  Commission  may, 
in  its  discretion,  prescribe  the  forms  of  any  and  all  ac- 
ts, records,  and  memoranda  to  be  kept  by  carriers 
subject  to  the  provisions  of  this  Act,  an<i  it  shall 

be  unlawful  :  carriers,  to  keep  any  other  accounts, 

records  or  memoranda  than  those  prescribed  by  the  Com- 
mission.   .    .    ."'    In  announcing  the  new  classification. 

•  Interstate  Commerce  Commission,  Statistics  of  Railways,  1006: 
10. 

t  54  Stat.  at  large,  603.  Massachusetts  early  conferred  upon  the 
board  of  railroad  commissioners  authority  to  prescribe  the  form  of 
accounts  ( R.  8.  1002,  c.  Ill,  983).  Some  of  th,-  other  states  which 
have  similar  laws  are  California  (I.,  l-'il.  .-  J<>  .  53),  Minnesota 

"5,    11084   as  amended    L.    1007.  c.   410),    Nebraska 
1007.  e.  00).  New  Hampshire    (L.   1011,  c,   164),  New  Jersey    (L. 
i'»5),  New  York    (L.   1007,  c.  420),  Ohio   (L.   1011:   540), 
Oregon    (L.    1007,    c.    53).    Vermont    (L.    1006,    no.    126),    Wash 
ington  (L.  1000.  c.  03),  and  Wisconsin   (L.  spec.  seas.  1005,  c.  13). 
The  Maryland  legislator.  108)   passed  a  com- 

mission  law  modeled  upon  that  of  New  ilifornia,  Maryland, 

New   Hampshire,   New   Jersey.   New   York,   Oregon,  and   Wisconsin 
.-ommiftsions  shall   prescribe   forms   which   shall 
•*•  imposed  by  federal  auth  .uires 

a«  far  as  practicable  with  the  systems  in  the  other  New 
England  states,  N«  ula, 
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however,  the  commission  gave  notice  that  any  cnrn.-r 
would  be  permitted  to  subdivide  any  primary  account  re- 
quired for  its  purposes,  and  to  assign  th<  amount  charged 
to  any  such  primary  account,  to  operating  divisions,  to 
individual  lines,  or  to  states,  provided  a  list  of  such  sub- 
primary  accounts  and  assignments  be  first  filed  with  the 
commission  subject  to  its  disapproval.  It  also  granted  per- 
mission to  keep  any  temporary  or  experimental  accounts 
designed  to  increase  operative  efficiency,  but  such  accounts 
must  not  impair  tin-  integrity  of  any  general  or  primary 
account,  and  they  must  be  open  to  inspection  by  the  com- 
mission.8 

Interline  Balances. — Bills  of  other  railroads  on  account 
of  balances  for  car  service,  trackage  rentals,  and  other 
interline  claims  are  passed  through  the  office  of  the  auditor 
of  disbursements  before  receiving  the  approval  of  the  chief 
accounting  officer.  Records  of  car  movements  are  kept 
by  the  car  accountant,  who  is  usually  attached  to  the  op- 
erating department,  but  in  some  cases  to  the  accounting 
department.  Every  railroad  requires  from  junction 
agents,  reports  of  cars  leaving  the  line;  and  as  cars  are 
interchanged,  the  user  notifies  the  owner  daily.  Monthly 
service  reports  are  interchanged,  showing  the  specific  cars 
used  and  the  exact  number  of  days.  Upon  receipt  of  a  bill 
the  daily  reports  are  checked  against  the  monthly  sum- 
maries, and  when  verified  and  approved,  a  draft  is  hon- 
ored for  the  amount  due.  Joint  trackage  rentals  are  com- 
piled upon  the  basis  of  data  in  the  car  accountant's  office, 
and  bills  are  rendered  and  paid  as  approved,  as  in  the  case 
of  settlements  of  car  service  balances.  In  the  classification 
of  operating  accounts  as  prescribed  by  the  interstate  com- 
merce commission,  provision  is  made  for  the  handling  of 
joint-facilities  accounts  in  such  a  manner  that  the  reports 

•Interstate  Commerce  Commission  <  lassification  of  Operating 
Expenses,  third  revised  issue,  with  supplement. 
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ly  accurately  repreae 

operations,  but  that  all  be  ao  presented  i 

r  concerned  the  parti. n! 

nig  revenue*,  and   t  ly 

bint*.  purposes  with  tin-  report*  of  all  tin* 

UT»  they  should  .»  error  to  the  total  either 

•n.* 

• 

are  first  passed  \\  -h  whom 

are  tiled,  and  n  |  established  they  are  paid 

and  a  voucher  is  s.  •  icrounting  officer  for 

•  upon  the  Ktiition  agents'  ItMl-r.-r.     \Vh.-n  paid  in  this 
:ii.-«l   upon  tin-   l.-d'/.-r.  the  amount  of  a 
•  •Li mi  is  thrown  into  a  suspense  account  until  the  h. 

>med.     An  int. -rim.-  claim  is  paid 

lie  company  with  \\hi.-h  it  is  originally  filed,  but  not 

•ads  concerned  have  given  their  ap- 

al.    Claim  agents  sometimes  pay  by  check  upon  a 

Man)  •.••!•.  \\hirh  Ls  prepared  monthly  for  disburse- 

of  thi- 

Classification  of  Operating  Revenues. — In  its  business  of 
tut ii  .msportation,  a  railroad  incurs  expenses  and 

mi.  s  wlii.-h  arc  interrelated,  each  earning  ne- 
cessitating a  certain  .-\i-.-n. liturc.  and  each  expense  temlinir 
to  produce  a  certain  revenue.  The  current  record  appears 
in  the  op,  rating  account.  In  this  account  the  expense 
items  are  limited  to  the  five  general  heads  prescribed  by 
the  interstate  commerce  commission.  On  the  credit  side 
belong  the  items  of  r<  i^ht,  passengers,  mail, 

ss,  and  mwrrllancoiiN  sources.    Until  1907  the  inter- 
'•oiimicree  commission  did  not  <1  .«•  inann 

presenting  operating  revenues.    Carriers  are  now  requ 

•  Adams,  MG.  -f   Railway    Account*."   Ootv 

cmment    Accountant.    I.    308-0:    Interntate    (\mmM>rc<»    Commiatioa, 
Accounting  Series  Circular,  DO.   14;    Statistic*  of   Railways,    1906: 
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however,  to  show  their  earnings  under  t\v<>  L'enei-al  ac- 
counts, Revenue  fn»m  Tnunportatioo — made  up  <»!'  eleven 
primary  accounts,  and  Revenue  I'mm  openiiinns  other 
Than  Transportation — composed  of  ten  primary  accounts. 
As  in  the  case  of  «>p, -rating  expenses,  tin-  commission  per- 
mits tlic  keeping  of  sub-primary  and  temporary  accounts 
This  at  inn.  which  is  designed  as  a  complement  of 

the  dassitieation  of  operating  expenses,  is  lusrd  ujxtn  tin- 
principle  "that  transportation  revenues  should  be  con  lined 
to  the  revenue  flowing  from  those  sources  supported  by  the 
expenses  charged  to  operating  expenses/' I0  and  its  pur- 
pose is  to  show:  "first,  the  amount  earned  for  the  trans- 
portation of  freight,  upon  which  should  be  based  the  com- 
putation of  revenue  per  ton  per  mile,  and  of  revenue  per 
freight  train  mile;  second,  the  amount  earned  for  the 
transportation  of  passengers,  from  which  may  be  computed 
the  revenue  per  passenger  per  mile;  third,  the  amount 
earned  from  all  transportation  on  passenger  trains,  from 
\\hidi  may  be  computed  the  revenue  per  train  mile;  fourth, 
other  revenue  from  transportation  service,  namely,  switch- 
ing revenue,  special  train  revenue,  and  miscellaneous 
transportation  revenue. ' ' J  l 

The  operating  account,  therefore,  must  appear  in  this 
form: 

Dr.  Cr. 

Maintenance    of    Way    and     Revenue    from    Transporta- 

Structures  tion 

Maintenance  of  Equipment  Revenue  from  Operations 
Traffic  Expenses  Other  than  Transporta- 

Transportation   Expenses  tion 

Qeneral  Expenses 
Total  Operating  Expenses.     Total  Operating  Revenues. 

i°  Interstate     Commerce     Commission,     Statistics     of     Railways, 
1906:    It, 

11  Interstate   Commerce  Commission,   Classification   of   Operating 
Revenues,  first  issue,  with  supplement 
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Operating  Account.— The  difference  between  these  totala 
gives  Net  Operating  Revenue*,  and  it  is  this  result  which 
determines  the  efficiency  of  the  operating  department. 
The  operating  account  ia  a  constituent  part  of  the  Income 
Aecount,  hut  as  ordinarily  pn-s.-nt.-tl  tin-  in<-om.-  a<-r.,Unt 
in.-lud.-s  nothing  of  operation  except  the  net  result,  from 
\\hi.-h,  according  .ling  "f  th<- 

taxes  must  be  deducted  to  ahow  Operating  Ii 

»me  ami  Profit  and  Lou  Account*. — According  to 
thia  plan,  only  those  items  which  apply  to  an  en  tin- 
year  and  which  are  special  to  that  year  appear 
in  i  «»me  account.  Up  to  1907  the  form  of 

income  account  prescribed  by  the  interstate  commerce 
commission  provided  for  credit  items  comprising  net 
operating  revenue,  rentals,  interest  and  discount,  re- 
turn on  securities  owned,  and  miscellaneous  income, 
the  aggregate  of  whi. -h  yielded  Total  Income.  From 
this  were  deducted  taxes,  rentals,  interest  upon  bonds  and 
floating  debt,  leaving  as  a  balance,  Net  Income,  also  called 
"Nominal  Surplus. "  >m  this  balance,  it  waa  cuatom- 
to  deduct  dividends  and  appropriations  to  reserve 
is,  leaving  Surplus,  which  added  to  the  balance  for- 
warded from  the  account  of  the  preceding  period  consti- 
tuted Profit  and  Loss  Surplus.  This  item  was  carried  to 
the  General  Balance  Sheet  direct  or  through  the  medium 
of  a  Profit  and  Loss  Account,  according  to  the  policy  of 
individual  companies.  The  purpose  of  a  profit  and  loas 
account  is  to  provide  for  charges  which  are  not  special  to 
any  given  year.  The  appropriations  for  sinking  funds  and 
car  trust  payments  an-  ordinarily  made  through  this  ac- 
r,  as  are  extraordinary  « •>  ires  and  adjustments 

s  sorts.    In  some  cases  dividends  are  paid  through 
this  account,  but  this  is  contrary  to  the  purpose  for  v 
the  account  ia  kept .  f»i  dividends  are  properly  .  hargeable 
against  the  earnings  of  the  period  in  which  they  are  de- 
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clared.  Most  railroads  have  not  seen  fit  to  keep  a  profit 
and  loss  account,  hut  have  provided  I'm-  adjustments 
through  the  income  account.  Tliron«_rh  tlic  ruling  <>!'  tin- 
state  commerce  commission  all  companies  now  keep 
an  income  account  and  also  a  profit  and  loss  account.  Va- 
rious reasons  are  advanced  to  show  the  necessity  for  a  re- 
vised income  account.  As  under  the  new  classifications  of 
operating  expenses  and  operating  revenues  all  payments 
and  receipts  which  are  in  the  nature  of  rents  are  excluded 
from  the  operating  account;  and  as  rente  differ  in  their 
nature  and  are  for  the  most  part  intercorporate  payments, 
it  is  necessary  to  show  each  variety  separately  in  the  in- 
come account  in  order  to  avoid  duplications  and  omissions 
when  the  reports  of  all  carriers  are  consolidated.  Further- 
more, it  is  desirable  to  distinguish  between  operating  and 
contractual  income  and  the  complementary  charges,  and 
the  net  corporate  income  constituting  the  fund  from  which 
deductions  may  be  made  only  by  vote  of  the  directors. 
To  this  end  not  only  an  income  account,  but  also  a  profit 
and  loss  account  is  necessary.  The  prescribed  forms  of 
these  accounts  are  as  follows: 

Upon  the  income  account  the  first  item  is  gross  operating 
revenues,  from  which  operating  expenses  are  deducted, 
leaving  net  operating  revenues,  to  which  is  added  the  net 
revenues  from  outside  operations.12  From  this  is  de- 
ducted taxes,  leaving  net  operating  income.  To  net  op- 
crating  income  are  added  the  net  credit  balance  from  rent 
for  hire  of  equipment,  joint  facilities,  and  miscellaneous 
sources,  rents  received  from  lease  of  roads,  the  net  credit 
balance  from  operations  of  subsidiary  lines,  interest  and 
dividends  received  on  shares,  bonds,  and  sundry  securities, 

\  special  classification  of  revenues  and  expenses  for  outside 
operations  has  been  put  into  effect,  to  "inrliKlo  all  operations  for 

i  special  arbitrarii-s  or  allowances  are  c..\.  r.-d  in  the  rate  for 
special  services  other  than  rail  transportation,  or  for  which  an 
additional  collection  is  made  from  shippers,  consignees,  passengers, 
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and    miscellaneous    income— the    aggregate    constituting 
Cirow  Corporate  Income.     With  these  are  the  eompleman- 

balance  from  outride  opera- 
it  balance  from  renta  for  hire  of  equipment, 
joint   fa.-iiiti.-s  and  inisiM-lhiiieoua  sources,  rents  paid  for 
lease  of  road,  in -t  <l«-t.it  balance  from  operations  of  sub- 
sidiary lines,  interest  on  current  debt,  interest  on  funded 

.  sinking  fund  accounts,  and  other  deductions.    The 

aggregate  of  these  charges  (or  such  as  are  operative  in  any 

ir  case)  against  gross  corporate  income  leaves  Net 

Corporate  Income,  out  of  u  lii<-h  .Iivi« lends  may  be  declared, 

and  appropriations  made  for  reserves,  additions  and  bet- 

<>nts,  and  miscellaneous  purposes.    The  balance  is  the 

lus  for  the  year. 

The  surplus  from  the  cum-nt  income  account  added  to 
tin-  profit  and  loss  surplus  of  the  preceding  period  provides 
tlir  prin.-ipal  .-iv.lit  it.-::,  in  the  profit  and  loss  account. 

his  may  be  added  sundry  credits,  and  against  it  may 
be  charged  similar  debits  at  the  discretion  of  the  directors. 

ision  must  also  be  made  here  for  charges  on  account 
of  dividends  declared  out  of  surplus.  The  balance  is  the 
profit  and  loss  surplus  (or  deficit)  for  the  period,  which  is 

I  od  to  the  General  Balance  Sheet.1* 
The  General  Balance  Sheet.— The  general  balance  sheet 
contains  a  full  statement  of  all  accounts  on  the  general 

••rs  for  a  special  service  performed.    They  also  include  opera- 
tions designed  or  used  t  products  or  services  not  ••: 
connected    with    rail    transportation." — Interstate    Commerce    Com- 
missii                 -iting  Series  Circular,  no.  10.    This  therefore  applies 
to  water  and   tmlli-y   hues;  express  lines;  sleeping  car,  restaurant, 
elevator,  and  dock  sendee;  storage  and  cotton  compress  plants;  snd 
the  like.     It  is  the  purpose  of  this  classification  to  separate  trans 
port  at  ion  expenses   and   revenues   from    the  expenses  and    revenue* 

••a  of  carriers,  and  thus  to  facili- 
tate the  checking  up  of  the  arbitrage*  and  allowances  in  transporta- 
tion agreements  and  operating  contracts. — Interstate  Co 
Commission,  Classification  of  Revenues  and  Expenses  for 
Operations,  first  issue;  Statistics  of  Railways,  1006:  10-1. 

"  Interstate  Commerce  Commission,  Accounting  Scries  Circular, 
no.  10. 
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ledger.  Its  items  are  classified  as  assets,  which  are  shown 
upon  the  debit  side,  and  liabilities  which  appear  upon  the 
<  iclit  side.  Assets  have  been  usually  clivi<l.,i  into  two 
classes.  Capital  assets  consist  of  the  railroad  property 
and  franchise,  equipment,  securities,  real  estate,  and  re- 
serve funds  in  trust  or  in  cash.  Current  or  working  as- 
sets are  those  which  are  being  realized  upon  in  the  ordi- 
nary course  of  business,  and  which  theoretically  might  be 
converted  into  cash  in  the  event  of  necessity.  Such  im- 
balances from  agents  and  conductors,  accounts  and  bills 
receivable  from  other  railroads,  transportation  companies, 
and  individuals,  advances  to  branch  lines,  material  and 
supplies  on  hand,  and  sundry  " quick*'  assets.  Capital 
liabilities  consist  of  shares,  representing  ownership,  and 
bonds  of  various  classes,  representing  the  funded  obliga- 
tions of  the  property.  Current  liabilities  are  divided  into 
"floating  debt,"  represented  by  loans,  and  bills  and  ac- 
counts payable,  and  operating  liabilities,  represented  by 
traffic  balances,  payrolls  and  vouchers,  reserve  accounts, 
interest,  dividends  and  taxes  accrued,  and  sundry  liabili- 
ties. The  balance  of  the  profit  and  loss  account  is  entered 
on  the  balance  sheet  on  the  credit  or  debit  side,  according 
as  it  represents  a  surplus  or  a  deficit,  thus  completing  the 
balance.  Such  was  the  balance  sheet  as  it  was  formerly 
kept.  In  connection  with  its  plans  for  a  comprehensive 
system  of  railroad  accounts  the  interstate  commerce  com- 
mission has  prescribed  a  form  of  statement  designed  to 
classify  the  items  covered  so  as  to  permit  "a  strict  inter- 
pretation of  the  words  'assets'  and  'liabilities/  a  clear 
definition  of  'accounts/  and  entries  so  comprehensive  that 
all  important  operating  and  financial  transactions  may  be 
duly  reflected. ' ' 14  Provision  is  accordingly  made  for  the 
segregation  of  Assets  into  five  primary  accounts.  Prop- 
erty Owned  as  Investment,  with  six  sub-primary  accounts; 

14  Adams,  "Railroad  Bonds  as  Securities  from  National  Banks,"  6. 
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king  Assets,  with  eight  sub-primary  accounts;  Accrued 
Due;  Deferred  Debit  Items,  with  ten  tub-pri- 
mary •ciM.unt.s;   an«I    I  "P. lit   ami    Loss   IliilaUCC.     1. 

are  to  be  divided  among  seven  primary  accounts,  Stock, 

v.  i-h  thn-f  sub-primary  accounts;  Mortgage,  Bonded  and 
Secured  Debt,  with  three  suh  primary  accounts;  Working 
-.  with  '  y  accounts;  Accrued  Lia- 

I'lhti.-s  \  with  two  sub-primary  accounts;  Deferred 

Credit    It.  IMS.    \\itli    four  su!  ry   accounts;    Appro- 

ving,  with   two  sub-primary   accounts;   and 

t  an.!  boss  Balanc. 

mplated  in  drawing  up  the  new 
form  is  to  present  the  true  costs  of  the  property  of  a  car- 

;>y  including  among  its  assets  separate  items  to  show 
roadway,  equipim-nt.  oth.-r  pliy-ical  property,  and  securi- 
ties acquired  through  deductions  fn>in  income  or  charges 
against  surplus.  Such  additions  under  the  old  system  dis- 

•.ivd  through  the  profit  and  loss  account,  with  the 
result  that  an  ind<  idden  surplus  was  reflected 

I  "it   not  definitely  shown  upon  the  balance  sheet.1' 

•  following  explanation  has  been  given  by  the  statis- 
tician of  the  commission  as  to  the  form  of  general  balance 
sheet  statement  as  promulgated: 


The  chief  difficulty   In  drafting  a  satisfactory  balance 
statement  arisen  from  the  different,  and  to  some  extent  conflict- 
ing. Interests  concerned,  which,   for  the  sake  of  explicit  state- 
may  be  defined  as — 

(a)  terest  of  the  management, 

»•  Interstate  Commerce  Commission,  Form  of  General  Balance  Shaft 

i«  Additions  to  property  through  an  increase  in  capital  liabilities 
rovided   for   in  a  classification  of  expenditures  for  road   and 
equipment   comprising    three   general    accounts:    Road,    i 

\penaes.     These  ar>  »>  pri 

mary  account*  >   Road  comprises  thirty-seven;    Equipment, 

six;"j«  \penses.  six. — Interstate  Commerce  Commission, 

Classification  of  Expenditures  for  Road  and  Equipment,  first  reriasd 

with    HUi-plnnmt. 
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(b)     'I  !i<-  interest  of  the  Investor,  and 

(C)     Tl  t    of   tin-   public. 

The  rhief  aim  of  those  who  administer  tin-  property  is  to 
maintain  the  •  n-dit  of  the  business  placed  In  their  ham!  It 
Is  therefore  the  purpose  of  the  management  to  develop  the  prop- 
erty without  a  corresponding  increase  in  outstanding  securities. 
This  is  true  for  the  reason  that  the  wider  the  margin  between 
the  value  of  the  property  to  which  the  corporation  has  title 
and  the  amount  of  securities  outstanding  against  the  pmp. -rty. 
the  stronger  will  be  the  credit  of  the  company  and  the  gr 
its  ability  to  borrow  fresh  capital  in  time  of  need.  Tl. 
the  explanation  of  what  has  I.eeii  termed  the  "American  system 
of  railway  financiering/'  which,  during  the  last  thirty  years, 
has  led  to  enormous  expenditures  for  new  const rnct ion  and  for 
additions  and  betterments,  without  corresponding  charges  to  the 
property  accounts.  It  is  also  doubtless  an  explanation  of  the 
fact  that  those  who  manage  American  railways  have  seldom 
thought  it  wise  to  set  up  in  the  property  accounts,  through  mr- 
rent  or  periodic  inventories,  the  results  of  changes  in  the  valua- 
tion of  real  estate  or  of  fluctuations  in  the  market  values  of 
material  and  labor.  It  thus  becomes  evident  why  the  measure- 
ment of  "cost  of  property"  acceptable  to  the  management  is  not 
the  money  expended  in  the  construction  or  the  development  of 
the  property  of  the  corporation,  but  the  securities  which  must 
be  issued  in  order  to  obtain  the  necessary  funds  for  construction 
and  development;  and,  as  long  as  balance  sheets  are  constructed 
with  exclusive  regard  to  the  interest  of  the  management,  It  will 
not  be  possible  to  read  from  them  the  investment  cost  of  the 
property. 

The  interest  of  the  stockholder,  on  the  one  hand,  so  far  as  the 
accounting  record  of  charges  to  property  accounts  is  concerned, 
is  at  variance  with  that  of  the  management.  It  is,  of  course, 
true  that  the  trustees  of  the  property — that  is  to  say,  the  board 
of  directors  and  the  officials  who  represent  them — may  also  be 
stockholders,  and  much  of  the  "high  finance"  of  recent  years  has 
resulted  from  the  temporary  substitution  by  the  management  of 
the  stockholder's  interest  for  the  legitimate  interest  of  the  man- 
agement The  stockholder  is  the  residuary  proprietor  of  all  of 
the  company's  assets  not  covered  by  outstanding  obligations,  and 
it  is  to  his  interest  that  the  value  of  the  property  should  be  in- 
creased without  a  corresponding  Increase  In  the  number  of  shares 
which  have  a  proprietary  claim  upon  the  property.  This  is  true 
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r..r  the  reason  tunt  ue  of  the  aharea  will  Increase,  otter 

things  being  equal,  with  the  locrea* 

and  In  a  properly  const  m  «be*t  a  • 

bolder  should  be  «t  rue  book  value  of  bis  prop- 

•  •in  it  the  basal  market  valm- 

t.Hkhold.-r*    intrrvM  -4-d    in    valuation      ||: 

tereat  In  the  business  la  tbat  of  an  Investor,  and  be  deslr 

the  rulea  and  principles  of  commercial  valuation  to  his 
Investments.  He  desires  also  to  bare  aa  high  a  statement  o 
property  accounts  aa  the  commercial  conditions  of  the  business 
warrant,  in  ,,rd.-r  that  be  may  protect  tne  value  of  bis  Investment 
by  showing  bow  great  la  the  value  of  the  property  used  In  ren- 
derlng  th.-  *rvlce  for  which  the  public  pays.  There  la  a  marked 
tendency  i  years  toward  tne  comm. -n  ial  valuation  of  rail- 

way properties  for  the  purpose  of  making  use  of  tbat  valuation 
to  realat  a  reduction  In  passenger  or  freight  rates,  and  It  is 
consequently  of  great  Importance  to  the  stockholder  that  uniform 
and  reaaonable  rules  should  be  followed  In  arriving  at  a  prac- 
ticable, usable,  and  equitable  statement  of  th.-  pn  ; 

The  Interest  of  the  public,  which  Is  the  third  int.-r.-t  involved 
In  the  property  accounts  of  railways,  rests  upon  the  fact  that 
a  reaaonable  rate  :i  services  Is  a  rate  which 

...i,mi.ut-H  a  reasonable  return  UJMMI  necessary  Investments,  and 
a  satisfactory  balance  sheet  from  th-  puhli<-  ;  ««w  Is  one 

'»  shows  what  baa  been  actually   inv.-st.-d  in   the  property. 
The  public  therefore  has  the  right  to  demand  th.  'i*rty 

ledger  should  record  e\-  .  hi.-h  an  appraiser 

would  find,  should  an  appralsenx  ikon,  and  from  the 

point  of  view  of  the  public  at  least,  the  figures  cnt-r-d  on  the 
property  ledger  against  the  several  i  re  re- 

corded should  I-.-  n...  MI  money  actually  spent  In  creating 

to|MTty  rath-r  than,  ax  tin*  management  lie  amount 

u ritlea  Issued,  or,  as  the  stockholder  desires,  the  comm 

in  of  General  Balance  Sh  ment  submit t. 

the  Commission  and  promulgated    und-r  an  «.rd-i-  of  June  21, 
1000,  waa  constructed,  primarily,  under  tin-  influence  of  the  third 
«t   above  des  hi.-f   aim   of   this   statiMn«Mit    is 

to  record  such  an  analysis  of  assets  and  I  i  as  will  result 

In   a   complete  statement    of    th-    -  Investment    value, 

rather  than  *  issued  or  coinm-r.-iai   valuation.  Is  made 

the  corner  stone  of  this  statement,  and  provided  tne  records  of 
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MM     In-     SHljnste,]     to     this     eonerj.tioll.     there     will     he 

fouiul  in  the  balatxr  n   li-un-  \\hi.ii  „,,.,>•  he  ftOOeptod  MS  M  si:iri 
Ing  point    for   .«.ii,|,u(ii,-    the   Minoiint    wliirh    the   public  may  be 
called  upon  to  contribute  in  passenger  :m.l  freight  rates." 

The  balance  sheet  is  the  final  exhibit  of  the  financial  con- 
(1  it  ion  of  a  company,  showing  the  property,  its  ownership. 
and  the  nature  and  extent  of  the  claims  against  it.  In 
this  statement  appears  the  resultant  of  every  transaction 
of  the  period  covered,  but  its  absolute  figures  in  themselves 
have  little  value.  It  is  only  when  viewed  in  comparison 
with  the  balance  sheets  of  preceding  periods,  and  when  tin; 
differences  are  traced  through  the  interrelated  items  of 
subsidiary  statements  that  it  may  be  properly  interpreted. 

Statistical  Functions  of  the  Accounting  Department. — 
While  it  is  the  principal  function  of  the  accounting  depart- 
ment to  test  and  record  financial  items,  it  serves  also  as  a 
statistical  bureau  for  the  preparation  of  statements  for  the 
guidance  of  administrative  officials.  There  is  little  sem- 
blance of  uniformity  in  either  the  methods  or  the  or- 
ganization of  the  statistical  work  among  different  rail- 
roads. In  some  instances  there  is  a  statistical  department 
as  a  coordinate  branch  of  the  accounting  department. 
Usually,  however,  the  work  is  divided  among  various 
branches  of  the  operating  and  accounting  departments. 
Thus  the  superintendent  of  motive  power  compiles  the  de- 
tailed reports  of  locomotive,  car,  and  train  performance; 
the  freight  auditor  prepares  the  statistics  of  freight  traffic 
and  revenue;  the  passenger  auditor  prepares  the  statistics 
of  passenger  traffic  and  revenue;  and  the  auditor  of  dis- 
bursements shows  the  distribution  of  expense. 

Importance  of  Operative  Statistics. — The  importance  of 
statistics  as  an  aid  to  administration  was  not  appreciated 
by  the  first  generation  of  railroad  men,  who  were  essen- 

i^  Interstate  Commerce  Commission.  Statistics  of  Railways,  1908: 
10-2. 

204 


NTS  AM)  -TATISTICS 


lii 
.•  gross  earning  ogardtosi  of  net  revenue, 

ti  uitti  mat'  y  in 

a  general  wn  -ii  railroads  bn  ased 

'  n*ions  tli  :m|*»sMl>lr  for  general  offleeri 

to  ex  r  the  acU  of  tubordinatei  except 

l»\    in. -an  istiea.      M  railma.1   n. 

day  have  bei-n   '  an. I   tii.v  have  ad- 

vanced to  a  |  are  regarded  aa  eaaential 

as  a  basUnf  adn.  ••  jud^im-nt.    Wh.-n.-vr  plana  for 

new    undertakings    are    considered,    elaborate    statistical 
compilations   are    prepared   before  judgment  is   passed, 
oads  are  operated  under  widely  different  conditions, 
;)>.ir  statistical  needs  and  methods  necessarily  vary, 
I'ut  it  is  possible  to  d<  ain  practices  which  are  fairly 

representative.  Upon  most  railroads  a  monthly  operating 
sheet  is  prepared  upon  which  is  recorded  by  operating  di- 
visions and  districts  the  distribution  of  operating  expenses, 
togeth.-r  \\ith  st.  units  and  averages  showing  the 

results  of  this  distri tuition.  From  the  data  thus  presented, 
it  is  possible  for  administrative  officers  to  test  the  effi- 
ir  subordinates,  and  to  balance  roughly  units 
of  expenditure  against  units  of  receipts.  Nothing  like  ab- 
solute results  may  be  obtained,  however;  for  while  a  cer- 
tain proportion  of  items  may  be  allocated  with  exactness, 
others  must  be  applied  arbitrarily. 

Units  of  Me (u n  nits  of  railroad  transpor- 

tation are  the  "ton-mile"  and  the  " passenger- m  The 

ton  mile  is  a  ton  of  freight  moved  one  mil<>.  Similarly,  the 
passenger  mile  is  a  passenger  moved  one  mile.  The  "com- 
mercial" ton  mile  is  th.  unit  <>f  r,  fie  "net" 
ton  mile,  of  total  freight;  and  the  "gross"  ton  mile,  of 
total  freight  added  to  the  weight  of  the  cars.  The  unit  of 
transportation  service  between  terminals  is  the  "train 
mile."  The  "car  mile"  is  the  unit  of  car 
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The  "engine  mile"  and  the  "traction  t<.n  mile"  arc  tin- 
most  common  units  of  performance.  The  former  is  tin- 
unit  of  miles  run  per  locomotive;  the  latter,  the  product 
of  multiplying  the  weight  of  a  locomotive  on  its  drivers 
by  the  number  of  miles  run.18  The  unit  «.f  property  is  the 
"mileage  of  road."  None  of  these  factors  furnish  an  ab- 
solute standard  of  measurement  ;  for  modifying  influences 
are  exerted  by  the  different  varieties  of  traffic  and  tin  dif- 
ferent circumstances  of  each  individual  haul.  It  is  pos- 
sible, however,  hy  means  of  these  units  to  obtain  certain 
averages  of  performance,  of  expense,  and  of  revenue. 

As  measures  of  performance,  the  averages  ordinarily 
appearing  upon  the  operating  sheet  are  any  or  all  of  the 
following:  ton  and  passenger  miles  per  car,  per  train,  and 
per  road-mile — indicating  density  of  traffic;  gross  ton 
miles  per  traction  ton  mile — indicating  general  operative 
efficiency;  tons  of  coal  per  gross  ton  mile — indicating  loco- 
motive efficiency;  length  of  haul  per  ton  and  per  passen- 
ger— indicating  character  of  traffic.  As  an  indication  of 
the  efficiency  of  car  movement  and  of  the  relative  direc- 
tion of  the  traffic,  the  empty  and  loaded  car  mileage  in 
each  direction  is  also  given;  and  average  costs  are  shown 
per  ton  mile,  per  passenger  mile,  and  per  train  mile,  for 
station,  yard,  engine,  and  train  service.  Freight  earnings 
are  shown  per  ton  mile,  per  car  mile,  per  engine  mile,  per 
train  mile,  and  per  road  mile;  and  a  similar  exhibit  is 
made  of  passenger  earnings. 

Distribution  of  Expense. — In  order  to  arrive  at  the  re- 
sults shown  on  the  operating  sheet,  it  is  necessary  first  to 
make  a  division  between  those  expenses  which  are  directly 
chargeable  to  transportation  service  and  those  which  are 
of  an  indirect  nature,  and  to  apportion  these  charges  be- 
tween passenger  and  freight  traffic.  It  is  the  business  of 

"The  Interstate  Commerce  Commission  in  1907  promulgated  a 
classification  of  locomotive-miles,  car  miles,  and  train-miles. 
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a  railroad  to  sell  transpo  m«J  t.,  thia  end  it  main- 

tains and  operates  a  roadway  and  track,  terminal*,  and 
r.|iii|.iii.-nt.  It  in.-urs  in  thin  way  certain  expenses  which 
repreaent  the  coat  of  tranapoi  m  coat  of  moving 

I  .in.l  handling  passengers  at  tmninala  are  din 

thin  head  alao  belong  coata  of  loco- 
motive and  train  aervice,  fuel  and  supplies,  repairs  and 
maintenance  of  equipment,  station  and  switching  service, 
supplies.     I:  xpenaea  are  those  which  are  inde- 

nt of  the  handling  and  movement  of  traffic.    They 
in- -hide  depreciat  roadway  and  structures,  part  of 

depreciation  of  ties,  and  many  items  of  general  expense 
Some  expenses  may  be  readily  apportioned  between  pas- 
aenger  and  freight  traffic.  Tin*  tun  divisions  of  the  traf- 
fic department  are  separately  maintained,  and  many  of  the 
fun.  lions  of  the  transportation  department  are  concerned 
with  specific  services.  Passengers  and  freight  are  carried 
in  separate  cars  and  generally  upon  different  trains,  and 
they  are  handled  in  different  parts  of  terminal  stations. 
Tin-  resulting  expense  therefore  may  be  definitely  assigned; 
and  this  applies  alao  to  depreciation  of  equipment  and  to 
claims  for  loss,  injury,  and  damage.  But  there  are  many 
ina  of  expense  which  may  be  allocated  only  upon 
some  arbitrary  basis.  Both  varieties  of  traffic  are  hauled 
the  same  line,  and  each  contributes  to  t  iora- 

tion  of  the  permanent  way.    Moreover,  at  local  stations 
and  at  the  general  offices  there  are  many  expenses  which 
•ommon.     In  the  matter  of  allotting  such  expenaea, 
is  little  uniformity.     The  proper  units  of  cost  for 
purpose,  according  to  Woodlock,  are:  (1)  for  direct 
expenses  incident  to  movement  of  trains,  the  train  mile; 
(2)  for  maintenance  and  operation  not  due  to  train  mile- 
age, the  road  mile;  (3)  for  station  and  terminal  expenses, 
passenger  and  the  t<  for  general  expenses,  the 

relative  gross  earnings.     According  to  the  same  authority. 
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the  proper  basis  for  the  apportionment  of  cost  of  the  f, in-- 
going classes  between  passenger  and  freight  traffic  are: 

(1)  the  passenger  and  freight  train  mileage,  considering 
switrliinir  mileage  as  an  integral  part  <>f  freight  train  mile- 
age, and  charging  the  freight  train  mile  \\itli  alx.ut  twenty 
per  cent  more  expenses  than  the  passenger  train  mile; 

(2)  the  relative  gross  earnings;  (3)  when  not  stated  sep- 
arately, the  relative  gross  earnings;  (4)  the  passenger  and 

:ht   train   mileage.1' 

This  has  been  accepted  with  some  modifications  by  the 
railroad  commission  of  Wisconsin,  which  in  the  maximum 
passenger  rate  case  went  further  in  the  direction  of 
applying  the  principles  of  cost  accounting  to  transporta- 
tion than  was  hitherto  considered  practicable.  The  com- 
mission holds,  however,  that  as  passenger  train  mileage 
and  freight  train  mileage  do  not  represent  the  same  quan- 
tities, they  should  not  be  used  in  apportioning  direct  trans- 
portation expenses.  It  proposes  as  a  more  equitable 
method,  the  division  of  common  expenses  on  the  basis  of 
those  which  may  be  actually  separated.  This  method  is 
also  put  forward  as  a  substitute  for  the  apportionment  of 
general  expenses  upon  the  basis  of  gross  earnings,  on  the 
ground  that  there  Ls  no  intimate  relation  between  expenses 
and  earnings.  This  is  in  harmony  with  the  methods  em- 
ployed in  cost  accounting  in  industrial  establishments.20 

What  the  operating  sheet  shows  of  the  efficiency  of  the 
transportation  department  as  a  whole,  the  locomotive  and 
car  performance  sheets  show  in  detail.  These  statements, 
which  are  usually  compiled  in  the  statistical  department 
from  returns  furnished  by  the  operating  officers,  make  pos- 
sible adequate  control  over  the  operation  of  individual  lo- 
comotives and  the  distribution  of  rolling  stock. 

i»  Woodlook,  "Ton  Mile  Cost,"  00-7.  Robinson,  "Prinri|>l«  s  In- 
volved in  the  Determination  of  Railway  Rates,"  Yale  Rev.,  XVI,  382-4. 

ao  Bufll  v.  Chicago,  Milwaukee,  and  St.  Paul,  1  W.  R.  C.  R.  385-499. 
(1907). 
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The  Operating  Jfofto.— The  ratio  of  operating 
to  groaa  earnings  ia  aometimea  considered  an  indication  of 

l!i       •  •:;•    ...<.,     ,,f    tli,-    lr:ms|M,rtati..n    .  |.  |  -art  IM.  n! .    a!..|     !!..• 

operating;  ration  of  differ  roada  are  often  compared 

to  dt  of  operation,     lint  the  trana- 

porta  partment  baa  full  control  of  only  one  of  the 

five  items  of  operating  expense.    It  ia  not  concerned  with 
the  matter  ot  general  expense,  and  its  expendi- 

turea  for  maintenance  of  way  and  rquipm.-nt  are  generally 
regulated    by    the   directors.    As    administrative    po 
vary,  the  operating  ratios  upon  cliff,  roada  are  fig- 

\   «liiTVivnt  basis.    The  moat  that  can  be 
\\hen  mnint.  barges  are  adequate,  the 

lower  the  operating  ratio.  the  higher  the  grade  of  efficiency. 

new  requirements  of  the  interstate  commerce  comrais- 
ng  the  unit'orni  r«-|mrtin</  ••:'  maintenance  and 

rment  expfixlitun-s  will  iin.l..ul(t.  <il\  increase  the 
value  of  this  ratio  as  a  test  of  performance.  The  undiu* 
importance  which  has  been  attached  to  the  operating  ratio 
has  seriously  interfered  in  many  instances  with  the  eft- 

y  of  the  traffic  depart  u.  «mphasis 

upon  he.i  D  loads  much  traffic  has  b>  \edt  with 

the  result  tain  v.-iri.-ti.-s  ni  hijrh  grade  freight  have 

been  lost  which  under  normal  conditions  would  have  been 
offered  for  shipment 

•  itistics. — Operating  atatistica  are  concerned 
with  the  relation  of  performance  to  expense,  and  they  are 
valuable  as  tcn-lm-  to  show  how  expenses  may  be  reduced 
p.-r  unit  ••!'  pcrt'.irmance.  The  traffic  department,  however, 
looks  to  revenues,  and  traffic  statistics  are  valuable  only  as 
they  show  how  earnings  may  be  increased.  Until  within 
recent  years  little  attention  has  been  given  to  statistics  of 
this  sort,  and  all  carriers  have  handled  much  traffic  without 
means  of  knowing  wh. -th.-r  it  w.mld  add  to  revenue.  Prog- 
real  baa  now  been  made  to  a  point  where  it  ia  possible  to 
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show  the  relation  of  the  average  revenue  from  each  com- 
modity to  the  average  expense  of  handling  all  freight  traf- 
fic, and  so  indicate  whether  probable  expenses  are  being 
met.  The  more  progressive  railroads  compile  traffic  sta- 
tistics which  enable  them  to  show  what  they  make  upon 
each  class  of  traffic  handled.  This  is  done  by  deriving 
from  the  agents'  abstracts  of  waybills  "monthly  commodity 
units,"  which  sh<»\\  in  a  single  item  the  movement  of  each 
commodity  between  any  two  stations  on  the  line,  giving 
particulars  as  to  weight,  ton  miles,  and  c;irnin«rs.  Tin- 
units  are  then  filed  by  commodities,  and  the  abstracts  are 
filed  in  calendar  order  by  stations.  From  these  files  the  sta- 
tistical department  can  furnish  information  regarding  any 
variety  of  traffic,  and  the  business  of  any  station  or  shipper. 

Passenger  Statistics. — Comparatively  little  attention  is 
given  to  the  statistics  of  passenger  traffic  except  as  is  nec- 
essary to  fulfill  the  requirements  of  state  and  national  gov- 
ernments for  periodical  reports.  The  averages  which  are 
ordinarily  worked  out  have  already  been  considered  in  an- 
other connection.  Passenger  business  is  in  a  certain  sense 
an  adjunct  to  the  freight  business,  and  trains  may  be  kept 
in  operation  to  accommodate  profitable  centers  of  freight 
traffic  even  when  the  direct  receipts  afford  little  profit. 
It  is  possible,  however,  for  a  railroad  to  know  the  earnings 
of  every  passenger  train  on  its  line,  and  to  adjust  its 
schedules  so  as  to  furnish  the  greatest  practicable  return. 

Reports. — Railroads  close  their  accounts  monthly,  and 
prepare  a  formal  income  account  and  balance  sheet  for  the 
scrutiny  of  the  executive  officials  and  directors.  Many 
companies  also  compile  a  weekly  estimate  of  gross  earn- 
ings which  is  published  with  the  financial  news  of  the  day. 
All  are  now  required  to  submit  to  the  interstate  com- 
merce commission,  monthly  statements  of  earnings  and  ex- 
penses. All  such  statements  are  accompanied  by  the 
figures  of  the  preceding  period  in  order  that  necessary 
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arifM>n«  may  be  made.     With  f.  -\\  •  veptiona,  railroad* 

prepare  three  aeparate  annual  report!    one  for  sub- 

miasion  to  the  *t.  road  commission,  an<  r  tip- 

state  commerce  commission,  nn<i  a  thin!  f..r  the  sbare- 
holders.  Th.  forms  nf  the  firat  two  -ated  by  gov- 

ernmental authority;  tin-  thin!  may  be  prepared  to 

Aishea  of  tin-  directors.  With  n-tranl  to  the  returns 
to  ti,,-  interstate  commerce  communion,  section  twent 

Hepburn  act  reads: 


The  Commission  !•  hereby  authorised  to  r.^uir.'  annual  reports 
from  all  common  carriers  aubject  to  the  |.n.\  M,,HH  of  thla  Act, 
and  from  the  ownera  of  all  railroads  engaged  In  Interstate  com- 
merce aa  defltxM  in  this  M.  t.  to  ;•:•  manner  In  which 

such  reports  shall  be  made  Such  annual  reports  shall 

ahow  In  ill-Mil  MI,-  Mm.  Mint  of  capital  Ktock  laaued.  the  amounts 
paid  therefor,  mul  tin-  nmnmT  of  payment  for  the  same;  th<> 
<-nda  paid,  the  surplus  fund,  if  any.  and  the  number  of 
stockholders  ;  the  funded  and  floating  debts  and  the  Interest  paid 
thereon;  the  cost  and  value  of  the  carrier's  property  franchises, 
and  equipments  ;  the  number  of  employees  and  the  salaries  paid 
each  class;  the  accidents  to  passengers,  employees,  and  other  I«T 
sons  and  the  causes  thereof;  the  amounts  expended  for  im- 
provements each  year,  bow  expended,  and  the  character  of  such 
Improvements;  the  earnings  and  receipts  from  each  branch  and 
all  sources;  the  operating  and  other  exi*nses;  the  balance 
«>f  PP.  tit  ami  loss;  and  a  complete  exhibit  of  the  financial  opera- 
tions of  the  carrier  each  year.  Including  an  annual  balance  sheet 
Such  reports  shall  also  contain  such  Information  In  relation  to 
rates  or  regulations  concerning  fares  or  freights,  or  agreements, 
arrangements,  or  contracts  affecting  the  same  as  the  Commission 
may  require;  and  the  Commission  may.  In  Its  dlsrredon.  for  Hi- 
pur|M»s«*  of  iMiaiiiinu'  it  tin-  letter  to  carry  out  the  purposes  of 
IMS  act  prescribe  a  period  of  time  within  which  all  common 
carriers  HI:  provisions  of  this  Act  shall  have,  as  near 

as  may  be,  a  uniform  system  of  accounts,  and  the  manner  In 
which  such  accounts  shall  be  kept 

Said  detailed  reports  shall  contain  all  the  required  statistics 
for  the  period  of  twelve  months  ending  on  the  thirtu-th  dny  of 
June  In  each  year,  and  shall  be  made  out  under  oath  and  filed 
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with  tln>  Commission,  nt  Its  office  in  Washington,  on  <T  IM-I,,I«- 
tin-  thirtieth  day  of  8p|>tPiiilH>r  tluMi  iu-\t  following,  unless  ;i»l 
ditioiKil  (line  be  grnnt«il  in  any  case  by  tin-  Commission.  .  .  . 
The  CominiNsiuii  shall  nls«>  have  authority  in  minim  snid  r:irri«Ts 
to  file  monthly  reports  of  earnings  and  expenses  or  si»  <  i.ii  iv 
ports  within  a  specified  period. 

I  tin  i    of    Early    Reports. — Railroad     reports    to 

holders  have  been  generally  lacking  in  int'm -maiion 
necessary  to  a  proper  understanding  <>!'  tin-  <-<>n<liti<>n  or 
prospects  of  the  property.  Some  of  the  early  railroad 
companies  showed  a  disposition  to  acquaint  shareholders 
with  the  essential  facts,  but  so  wretched  was  the  condition 
of  accounts  that  this  was  impossible.  A  writer  in  the 
Edinburgh  Review  in  1834  commented  favorably  upon  the 
"copious  and  satisfactory "  reports  of  the  Baltimore  and 
Ohio,  contrasting  them  with  the  meager  statements  j>ut 
forth  by  the  Liverpool  and  Manchester,  but  his  remarks 
had  reference  to  the  large  amount  of  technical  informa- 
tion which  was  of  value  not  so  much  to  shareholders 
the  directors  of  other  roads.21  In  an  editorial  in  the 
American  Railroad  Journal  in  1852,  appeared  this  criti- 
cism, presumably  written  by  Henry  V.  Poor,  of  the  in- 
adequacy of  contemporary  railroad  reports:  "Very  few  of 
the  exhibits  issued  by  railroad  companies  come  up  to  the 
requirements.  .  .  .  From  a  great  many  of  them,  no 
distinct  idea  whatever  can  be  formed  of  the  condition  of 
the  companies.  Everything  is  stated  in  general  terms. 
We  cannot  tell  how  much  a  road  has  cost,  how  much  will 
be  necessary  to  complete  it,  nor  whether  the  money  ex- 
pended has  been  well  laid  out  or  wasted.  So  with  its 
operations.  Receipts  and  expenses  are  stated  in  gross,  and 
nothing  given  by  which  a  person  can  form  a  correct  esti- 
mate of  the  actual  results. "" 

21  "Improvements  in  Inland  Transport- Railroads,"  Edinburgh  Rev., 
LX,   124. 

**Amer.  Railroad  Jour.,  XXV,  88. 
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These  remarks  may  be  properly  applied  to  reports  of 

Mm.  h  la-  .  the  report  of  a  shareholders'  com- 

••  of  investigation  into  the  affsirs  of  the  Pennsyl- 
vania railroad  in  1874,  the  "sources  of  the  existing  dis- 
trust in  f  railway  stocks  and  securities"  was 
discussed,  and  the  first  canse  assigned  was  the  "meager 
and  incomplete  re|H>rts  made  to  shareholders."  This 
is  the  more  noteworthy  because  the  report  was 
decidedly  favorable  to  the  administration." 

In  the  American  Itmlroad  Journal  article  above  cited, 
waa  submitted  a  t.-nt.itivc  list,  showing  what  th«-  investor 
iiiiirf  '  in  a  railroad  rej  le  wishes 

to  find  in  ili--  n  ;..,rt,  1st.  A  statement  of  the  amount  of 
al    stock    subscribed.    2nd,    Amount    paid    up.    and 
value  unpaid  Amount  of  debts  and  for  what  pur- 

pose Kstimated   and   actual  amount 

pended,  and  for  what  objects;  with  explanations  as  to  the 
canse  of  any  discrepancy  that  may  exist.  "»th.  Amount  re- 
•  pi i red  to  complete  the  road  and  to  make  further  improve- 
ta,  r.th.  'I'!;.-  state  and  condition  of  road  and  equip- 
7th,  Actual  amount  of  receipts  and  expenditures, 
;m.l  for  what  purposes  the  latter  were  made.  8th,  Num- 
ber of  miles  run  by  trains  \nmunt  received  per 
passenger,  and  per  ton  of  freight  carried  each  mile.  We 
give  these  as  items  which  should  always  be  found  in  every 
report,  hut  by  no  means  embracing  all  that  should 
appear." 

Kssentiah  of  an  Adequate  Report— The  investor  of  to- 
day demands  much  more  than  t  nothing 
leas  than  a  full  and  detailed  statement  \\hi--h  will  enable 
him  to  ascertain  the  earning  power  of  the  property  in 
uhi'-h  he  has  or  wishes  to  have  an  interest,  and  ao  d 
mine  the  value  of  the  securities  representing  such  int«-r- 
est  He  wishes  also  to  know  of  the  financial  and  physical 

w  Report  of  the  investigating  eonaittee  of  the  Pennsylvania  rail- 

r.-a.l.    1  .V.'. 
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condition  of  the  property  in  order  that  earnings  may  be 
assured  for  the  future.  An  adequate  report  must  contain 
copies  of  the  revenue  account  and  balance  sheet  drawn  off 
from  the  general  books  of  the  company.  If  there  are 
subsidiary  lines  controlled  through  share  ownership, 
separate  revenue  accounts  should  U  ^iven  for  each  <<>m 
pany.  All  items  in  the  accounts  should  be  sustained  by 
detailed  exhibits  showing  the  nature  and  amount  of  the 
property,  together  with  all  claims  against  it.  This  neces- 
sitates a  full,  detailed  inventory  of  the  physical  property, 
and  a  list  of  securities  owned,  together  with  a  detailed 
statement  of  funded  debt,  with  the  particulars  of  each  lame 
of  bonds  and  its  security.  Leases  and  other  contracts  affect- 
ing the  integrity  of  the  property  must  also  be  given.  With 
this  there  should  be  a  statement  of  the  traffic,  with  informa- 
tion as  to  its  character  and  amount,  and  the  efficiency  with 
which  it  was  handled.  All  statements  in  annual  reports 
must  be  necessarily  accompanied  by  the  figures  of  the  pre- 
ceding year,  for  it  is  not  so  much  the  absolute  amount  of 
any  item  that  is  important  as  the  change  within  the  year. 
The  cause  for  extraordinary  differences  is  usually  stated  in 
the  comment  in  the  report,  but  in  default  of  such  explana- 
tion, the  facts  may  be  ascertained  if  a  sufficiently  elabo- 
rate statement  of  accounts  is  presented.24 

««  See  Speare,  "Making  a  Railroad  Report,"  Railway  Age  Gazette, 
XLVI1I,  395-6. 
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('At  SKS  <>K   1NS<>1.\KN<  Y 

Insolvency  Distinguished  from  /J«  ;i  A- n/;>(ci/.— Insolvency 
i*  a  financial  condition.  Bankruptcy  is  a  legal  Ktatua. 
Insolvency  is  inability  to  meet  obligations  to  pay  money 
\\hi-n  it  is  due  upon  demand  for  payment  Thin  condi- 
tion, however,  does  not  constitute  bankruptcy.  The  credi- 
tor may  not  enforce  his  right;  he  may  allow  it  to  lie  dor- 
mant for  a  time;  he  may  •  nt.  r  into  a  new  agreement,  ex- 
tending the  time  for  payment;  or  he  may  permit  th<- 
debtor  to  settle  by  <!•  li\<  ting  something  in  lieu  of  tin- 
h  is  due.  Bankrupt. -y  is  the  legal  status  of 
a  debtor  against  whom  action  is  brought  or  threatened  for 
the  enforcement  of  obligations  for  the  payment  of  money, 
when  he  pleads  inability  to  pay  as  his  defense,  and  asks 
that  the  court  effect  a  judicial  settlement  with  his  cred- 
KtOHL 

Insolvency  Distinguished  from  Deficit.— Nor  is  insol- 
y  to  be  confused  with  the  financial  condition  in  which 
son  finds  himself  when  his  liabilities  exceed  his  iiBMili, 
causing  a  deficit  When  stated  on  a  balance  sheet  the  lia- 
bilities of  an  individual  or  of  a  business  organization  are 
the  classified  and  summarized  amounts  of  obligations  to 
pay  money;  the  assets  are  classified  and  summarized  re- 
sources stated  in  terms  of  the  money  standard.  In  ease 
the  amount  of  the  liabilities  exceeds  the  amount  of  th<* 
assets,  the  difference  constitutes  the  deficit;  if  the  amount 
of  the  assets  thus  stated  exceeds  the  amount  of  the  liabili- 
ties, the  difference  constitutes  the  surplus.  Since  the  con- 
dition of  insolvency  is  determined  by  ability  or  inability 

215 


RAILROAD  FINANCE 

to  meet  obligations  t«  pay  a  definite  amount  of  legal  ten- 
der  money  when  due,  it  is  obvious  that  a  deficit  may  (><•< -ur 
without  causing  insolvency,  and  conversely,  that  a  surplus 
may  be  present  in  insolvency.  Furthermore,  there  may  be 
a  deficit  and  a  condition  of  insolvency  without  bankruptcy. 

Credit  Considered  as  a  "Short  Sale."-  .\  pi  needing  in 
bankrupt. -y  is  the  legal  remedy  for  insolvency.  It  may  be 
invoked  by  either  creditor  or  debtor;  the  object  being 
settlement  of  all  contracts  for  payment  after  adjudication, 
instead  of  satisfying  each  contract  as  it  matures,  either  by 
payment  or  by  settlement  based  on  a  new  agreement. 
The  immediate  cause  of  every  proceeding  in  bankruptcy  is 
a  credit  contract.  No  better  explanation  may  be  givm  of 
the  essential  nature  of  credit  and  of  insolvency  leading  to 
bankruptcy  than  by  applying  the  analogy  of  what  is 
known  on  the  exchanges  as  a  " short  sale."  All  insolven- 
cies are  the  result  of  inability  to  deliver  as  required  by 
contracts  of  credit  or  short  sales  of  money;  all  bank- 
ruptcies are  the  result  of  voluntary  or  enforced  applica- 
tions to  a  court  for  judicial  settlement. 

Right  of  Shareholders  and  of  Bondholders. — Capital, 
considered  as  funds,  property,  and  equipment,  is  obtained 
by  leasehold  agreement  and  by  purchase.  That  which  is 
held  under  leasehold  agreement  requires  that  there  be  no 
obligations  incurred,  except  in  the  form  of  rent  accruals, 
which  may  financially  embarrass  the  corporation  or  its  offi- 
cers; that  which  is  acquired  through  purchase,  is  obtained 
in  exchange  for  the  proceeds  of  sales  of  shares  or  of  credit 
obligations.  The  shareholders  are  the  owners  of  the  corpo- 
ration, and  the  shares  issued  do  not  fall  due;  they  carry 
with  them  no  obligation  to  pay  except  after  dividends 
have  been  declared.  The  purchasers  of  bonds  and  other 
credit  obligations  are  the  only  ones  whose  rights  and  de- 
mands may  produce  a  condition  of  insolvency.  So  long 
as  the  corporation  is  able  to  meet  its  contracts  for  delivery 
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•  <f  money  to  ere«i  roperty  and  the  management 

reran  IMS  in  th.  o  ••ctors  and  officers,  repre- 

ng  the  shareholders  a*  p  -s.    When  this  is  im- 

poarihle,  the  property  and  its  management  may  pass  by 
agreement  into  th.-  control  of  trustees  for  the  creditors  until 
payment  is  made ;  or  with  the  consent  of  the  creditors,  it 
may  be  entrust. , I  to  the  officers  of  the  corporation.  When, 
how.  re  ia  resort  to  court,  and  the  insolvent  pleads 

ity    to   meet   obligations  which   are  due,  either  on 
complaint  of  a  <  or  on  p  of  the  officers  of 

the  «•  ih«-  mutt  will  assume  control.    Up  to  the 

msniv. M  .-fore,  responsibility  for  financial 

management  rests  lieers  elected  by  the  shareholders; 

.luring  insolvency  and  before  bankruptcy,  it  may  rest  with 
the  trustees  and  the  bondholder*  bankruptcy  th.- 

•  as  a  pnhlic  arbitrator  takes  control  for  the  benefit  of 
all  parties  concerned. 

~cd  Charges. — This  does  not  mean  that  insolvency  is 

necessarily  the  result  of  mismanagement  by   those  who 

represent  the  proprietary  interest,  or  that  it  reflects  upon 

administrative  judgment  and  ability.     For  while  the 

r  acts  for  future  delivery  of  money  which  cause  insol- 
vency are  generally  short  time  credit  obligations,  assumed 
aa  a  means  of  financing  operation  and  mnintenanee,  those 
which  are  incurred  as  an  in  -i-l.-nt  or  result  of  capitalize 
may  prove  quite  as  serious.    There  are  three  gen- 
classes  of  rights  to  demand  money  payments  which 
may  cause  bankruptcy;  those  which  accrue  from  leasehold 
agreements,  those  which  accrue  on  long  time  credit  obliga- 
tions, and  those  which  are  established  by  reason  of  inade- 
quacy of  -rinal  capital  of  the  corporation. 

rdentome  Leases. — Without  any  fault  of  the  manage- 
ment, a  railroad  may  be  encumbered  with  unprofitable 
lessee  which  reduce  net  revenues.  Sometimes,  however, 
burdensome  leases  have  been  effected  through  connivance 
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with  the  officers  of  the  cm- p. -ration.  Thus  the  Richmond 
and  ml  Terminal  Railway  and  Warehouse  com- 

pany in  1881  entered  upon  a  period  of  expansion,  and 
through  leases  and  purchases  of  shares  involving  contracts 
for  payment  of  rent  and  guarantees  of  interest,  so  in- 
creased fixed  charges  that  revenues  were  inadequate,  and 
in  1891  the  company  collapsed.  The  Wabash,  Si  L«>uis, 
and  Pacific  failure  in  1889  was  also  due  to  unprofitable 
leases  of  questionable  propriety. 

The  well-known  receivership  case  of  the  Vermont  Cen- 
tral, which  was  before  the  courts  from  1854  to  1884,  re- 
sulted from  a  piratical  lease  made  in  1849.  By  the  terms 
of  this  contract  as  amended  the  following  year,  the  Ver- 
mont Central  leased  the  Vermont  and  Canada  i'<>r  fifty 
years  at  a  rental  equal  to  eight  per  cent,  on  the  cost  of  the 
road,  and  as  a  pledge  of  the  rental,  the  Vermont  and 
Canada  took  a  first  lien  upon  the  property  of  the  Vermont 
Central.  At  this  time  there  were  few  railroads  in  New 
England  which  were  earning  enough  to  pay  divi- 
dends of  eight  per  cent.,  and  there  is  contemporary  evi- 
dence to  show  that  there  never  was  any  likelihood  of  such 
returns  from  railroad  operation  in  Vermont.1 

Heavy  Fixed  Charges. — The  importance  of  considering 
the  amount  and  proportion  of  interest  charges  cannot 
be  overestimated.  The  weight  of  this  burden  may  depend 
upon  either  a  high  rate  of  interest  or  the  amount  of  capi- 
tal obtained  on  credit,  but  in  either  case  the  effect  is  the 
same.  If  a  company  has  a  large  portion  of  its  outstand- 
ing capital  obligations  in  the  form  of  bonds,  it  has  no  way 
to  keep  going  except  by  maintaining  earnings  to  an  extent 
sufficient  to  provide  for  interest.  If  the  capital  is  -com- 
posed mainly  of  shares,  however,  the  directors  may  re- 
trench at  will  simply  by  withholding  dividends.  It  is  not 

i  Amer.  Railroad  Jour.,  XXIII,  665;  Vermont,  Report  of  the  joint 
special  committee  to  investigate  the  Vermont  Central,  67-70  (1873). 
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sin  i > riling,  therefore,  that  bankruptcy  has  been  a  common 
experience  of  thoae  railroada  which  were  originally 
financed  through  bond  issue*  with  onusea  in  th.- 

i  of  shares.    The  North,  n.  Pacific  at  tli<   tim. 
compl<-ti"ii    \s.us  ..\.-rUinlriinl   \\ith   funded  debt,  and   UP- 
re  \\ln.-li  num. -.li.it. -l\   followed  wan  mainly  due  to  UiU 
To-day  there  are  fewer  roads  sub- 
>ia  danger,  imt  this  condi  tp/.-ly  the  result 

of  force<i  istment    Large  numbers  of  bonds  have 

been  scaled  down  by  forced  r« -fun. ling;  others  have  been 
exchanged  for  shares  through  process  of  reorganization; 
.still  others  have  been  d  at  maturity  at  !<>w<-r  rates 

"!'  interest    Bankruptcy  has  also  been  the  penalty  of  rail- 
roada win.  h  umbered  their  earnings  through  as- 
sumption of  obligations  represented  by  bonds  issued  after 
the  i-  i.    This  does  not  necessarily  mean 
that  overcapitalization  was  the  cause  of  their  embarrass- 
ment, luit   it  has  usually  signified  that  there  was  undue 
lack  of  caution  in  determining  the  kind  of  securities  issued 
to  finance  the  purchase  of  terminals  or  the  construction  of 
sions,  or  to  carry  out  some  other  plan  which  promised 
Tease  the  earning  capacity  of  the  prop- 
essive  Mileage. — Whatever  the  fundamental  cause, 
many  situations  have  developed  which  have  been  unfavor- 
able to  successful  management    Overconstruction,  stimu- 
lated by  absence  of  restraint  upon  the  issue  of  credit 
obligations  and  by  the  opportunity  for  promoters'  profits 
through  the  employment  of  construction-company  methods, 
has   result i-<l    in   premature   extensions  into   undeveloped 
tory,  as  in  the  case  of  the  Atlantic  and  Pacific  and  the 
hern  Pacific;  and  the  building  of  lines  into  territory 
re  there  were  already  sufficient  railroads  to  accommo- 
date local  commerce  and  industry,  as  in  the  case  of  the 
New  York  and  New  England,  the  Seaboard  Air  Line,  th.- 
New  York,  West  Shore,  and  Buffalo,  and  other  roads. 
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Such  lines  have  been  almost   invariably  constructed   as 

•  -lu-aply  as  possible,* with  the  idea  of  gradually  bringing 
the  property  up  to  standard  through  the  application  of 
surplu.s  rani  ings. 

Faulty  Constm<  </  Loir  Credit.—  But  tin-  <l«-iuaFnls 

•  •I'  traffic  may  require  the  immediate  acquisition  of  new 
equipment  or  structures  which  were  not  contemplated,  or 
if  contemplated  were  not  provided   for  in  the  original 
capitalization.     'Hi is  necessitates  the  raising  of  funds  by 
means  of  additional  loans.    The  inferior  physical  condi- 
tion of  the  property  compels  high  interest  rates,  and  with 
the  tirst  falling  off  of  traffic  through  general  business  de- 
pression or  crop  failure,  refuge  must  be  sought  in  tem- 
porary extensions  of  time,  and  ultimately  in  resort  to  the 
courts.    Whatever  may  be  the  immediate  cause  of  embar- 
rassment, the  result  must  be  a  readjustment  of  all  rights 
and  claims  to  conform  with  the  exigencies  of  commercial 
and  traffic  conditions.    For,  as  is  pointed  out  by  Doctor  II. 
H.  Swain:  "A  railroad  once  built  and  equipped  can  alnmst 
always  be  made  to  earn  something,  and  consequently  few 
railroads  are  ever  abandoned;  the  most  luckless  ventures 
still    remain   to    complicate   the   problem.     The   excessive 
building  of  railroads  has  permanently  lessened  the  earn  in  ir 
capacity    of    railroads    generally.     Foreclosure    and    re- 
organization are  often  only  the  necessary  recognition  of 
this  unpleasant  fact. ' ' 2 

Unproductive  Branch  Lines. — Branch  lines  are  often 
unproductive  for  some  time  after  they  are  built;  and 
many  companies,  themselves  solvent,  have  been  dragged 
down  by  the  weight  of  obligations  to  subsidiary  lin.  s 
whether  in  the  form  of  advances  or  of  unproductive  leases. 
The  Indianapolis,  Cincinnati,  and  Lafayette  went  into  the 
hands  of  a  receiver  in  1870  because  of  advances  to  unpro- 

*8u  nomic  Aspects  of  Railway  Receiverships,"  Economic 

Studies,  111,   i 
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«l in-live   brunches'  an<l    • 
i!»arraascti  in 

was  foun.i  • 

*1  been  losing  about  $2,000,000  annual  I  \   fr<>ni  the 
•i  of  brain- h  liin-s.*-  cauae  of  it*  distress, 

however,  waa  an  un;  leaae  of  the  Wiaconsin  Cen- 

tral.' 

l>isfwntst   I  '        M.-sty   uiMin  tin-  part  of  the 

management  haa  been  a  '  cauae  of  railroad  inaol- 

Knt  \\hilr  s-  roads  have  been  ao  plundered 

•"iisinn -i.  ipanies    that    liny    became   insolvent 

st  aa  soon  aa  they  began  operation,  as  in  the  case  of 
x  and  Oawego  Midland,  the  Texas  and  Pacific, 
and  the  New  York,  West  Shore,  and  Buffalo,  others  like 
the  Central  Pacific  ,  South. TM  Pacific,  which  ob- 

tained valuable  monopolies  as  a  basis  for  the  capitalization 
ry  large  const  nn-ti»'ii  profiU,  have  never  been  in  tlu- 
custody  of  receivers.  Wrecking  of  completed  railroads 
may  be  carried  out  l>\  those  in  control  as  a  means  of  ob- 
taining greater  advantages  for  themselves.  Thus  when  in 
1876  the  Ohio  and  Mississippi  was  forced  into  bankruptcy, 
it  was  charge!  t  more  and  Ohio  as  the  largest 

M.I  holder  of  the  floating  debt  had  taken  ad- 
vantage of  its  position  to  obtain  the  appointment  of  a 
Baltimore  and  Ohio  official  as  receiver  as  a  part  of  a  plan 
to  absorb  the  pro;  .t  limit  due  regard  to  the  interests 

of  the  first  mortgage  bondholders.7  Again,  the  charge  was 
made  in  1885,  at  the  time  of  the  default  of  the  New  York, 
ago,  and  St.  Louis,  that  the  Lake  Shore  had  misman- 
aged the  property  with  a  view  to  the  scaling  of  interest 
charges  thr-m-rli  process  of  reorganization.'  Undoubtedly 

»  Commrrev.  in  OKI/   Chronicle,  XI,  694. 

I/6U  .   \\  in.  -J7l. 
»/bi'/  .    l.\  II.    H64. 

*  II  332. 

T  r  392;  Swmin,  ut  tuprm,  84. 

•  Chronicle,  X!      IM,    154. 
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Gould  Ki.sk.  ,uid  th.  ir  predecessors  as  the  managers  <>l  tin- 
•A  ere  largely  responsible  f'<>r  tin-  reeurrent  defaults  of 
that  road.  Excessive  " charter  expenses"  at  the  state  capi- 
tal was  given  as  the  cause  of  tin  embarrassment  of  the  La 
Crosse  and  Milwaukee,  aft. T  a  prolonged  contest  for  pos- 
session of  a  congressional  grant  <>l  l.m<l 

lmnl'<iunt,-  Reports. — False  or  inadequate  reports  have 
been  often  employed  to  cover  up  dishonesty  or  inconi po- 
tency, and  so  conceal  the  financial  <-nn<liti<m  \\liidi  must 
end  in  default.  Thus  when  in  1888  the  Missouri,  Kansas, 
and  Texas  defaulted  on  its  first  mortgage  bonds,  an  in- 
vestigation disclosed  the  fact  that  the  property  never  had 
earned  enough  to  pay  fixed  charges,  though  it  had  been  so 
represented  in  the  reports.10  In  some  instances  the  offi- 
cials of  the  corporation  themselves  were  deceived  by  the 
faulty  system  of  accounts.  A  prominent  cause  of  the 
downfall  of  the  Baltimore  and  Ohio  was  the  discovery 
that  throughout  the  period  from  1858  to  1884,  large  sums 
which  had  been  expended  in  ways  impossible  to  bring  re- 
turns had  been  capitalized  instead  of  deducted  from  earn- 
ings, and  that  much  property  which  had  depreciated  or 
worn  out  had  been  carried  on  the  books  at  cost.  The  effect 
of  these  disclosures  was  to  destroy  the  credit  of  what  had 
been  considered  one  of  the  most  stable  corporations  in  the 
country.11 

Competition  of  Rates  and  of  Service. — A  natural  result 
of  excessive  construction  and  at  the  same  time  a  favorite 
weapon  of  the  wrecker,  was  rate  cutting.  There  is  no 
doubt  that  the  rate  wars  of  the  early  seventies  contributed 
to  the  causes  of  the  defaults  in  the  depression  following 
the  panic  of  1873.  Even  competition  under  normal  condi- 
tions may  result  disastrously  to  the  less  favored  lines. 
Competition  not  only  reduces  rates  and  divides  traffic,  but 

•  Annual  report,  1868.  10  Chronicle,  XLVII,  188. 

»  McPherson,  "Working  of  the  Railroads,"  33-5. 
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it  alto  create!  a  demand  for  better  facilities  and  aentaa  aa 
One  of  the  causes  of  the  Wiacooain  Central  failure 
van  the  than  j  among  the  six  line*  connect- 

ing Chicago  with  St  and  the  competition  of  the 

Qrea;  in  \\ith  it.s  low  grades  and  the  Canadian  Pa- 

cific \\itli  its  literal  tubaidiea  nerved  to  bring  out  the  weak 
Ki  in  id--  |«  th«-  Northern  Pacific  and  to  con- 

•  -ward  it.s  d«»unlall. 

Legislation.— The  influence  of  hostile  legislation 
upon  i  solvency  w  a  in  The  reason 

i    for    th.-   d.-fanlt    of  thr    Mnl.il,.   and    Montgomer 
was  low  rates  enforced  by  hostile  legislation,1  *  and 
the  same  was  said  of  the  failure  of  th.-  Minneapolis  and 
St.  Louis  in  1888.     Hut  in  the  latter  case  there  had  been 
a  rate  war,  and  the  company  had  also  suffered  from  the 
heavy  expense  inridmt  to  operation  in  a  severe  winter.1* 
Without  debating  the  question  as  to  how  generally  restric- 
>irislation  is  the  result  of  tin-  failmv  <>f  railroad  man- 
agers to  recognize  the  semi-public  nature  of  their  business 
and  to  observe  the  proper  n -latiuii  <>f  the  railroads  to  th.- 
people,  it  may  be  said  that  while  mu.-h  <>i  it  has  been  un- 
wise, little  of  it  has  been  hostil.-  in  int.  nt      In  fact  much 
has  been  enacted  ilir.-.-tly  in  th.    interest  of  the  real 
investor.     In  no  cas«  .i-.>;nl  ins,,i\,-n. -y  has  it  been 

n  that  hostile  legislation  was  responsible  for  the  con- 
•n. 

7  Debt  the  Immediate  Cause  of  Insolvency.— The 
immediate  or  direct  cause  of  insolvency  is  almost  always 
the  floating  debt,  which  may  be  represented  by  short  time 
notes,  demand  notes,  taxes,  traffic  balances,  unpaid  wages, 
advances  of  interest  money,  bills  for  supplies,  or  other 
forms  of  current  obligation.  Bank  loans  are  ordinarily 
•he  deposit  of  collateral  representing  control 
of  subsidiary  properties  which  are  essential  parts  of  the 
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system.  It  is  such  loans  which  precipitate  the  difiicultv, 
t\.r  with  a  falling  off  in  earnings,  default  of  interest  mi  Ihc 
bonds  will  be  chosen  in  preference  to  sacrifice  of  the  col- 
lateral. When  in  1893  the  Philadelphia  and  Heading  \\ent 
into  the  hands  of  a  receiver,  it  had  collateral  notes  out- 
standing to  the  amount  of  $1 0,000,000. M  As  soon  as  a 
company  becomes  short  of  working  capital,  bankers  begin 
to  scrutinize  more  closely  the  collateral  behind  its  notes, 
and  as  the  condition  of  subsidiary  lines  are  likely  t<>  he 
reflected  in  the  condition  of  the  parent  company,  this  may 
result  in  the  calling  of  demand  loans  or  the  refusal  to 
renew  time  loans.  In  either  event  a  default  upon  the 
funded  debt  is  almost  inevitable.  In  1885  the  Muffalo, 
New  York,  and  Philadelphia  obtained  an  extension  on  its 
current  debt  to  allow  time  for  response  to  a  call  upon  the. 
shareholders  for  assessments.  With  the  failure  of  this 
measure,  the  road  went  into  the  hands  of  a  receiver.15 

Insufficient  Working  Capital. — The  failure  of  a  company 
to  put  out  new  securities  to  represent  capital  expenditures 
has  often  caused  difficulty  in  times  of  disturbance  in  the. 
financial  market.  The  New  York,  Lake  Erie,  and  We 
receivership  of  1884  was  the  result  of  an  attempt  to  finance 
large  additions  to  property  out  of  the  proceeds  of  tem- 
porary loans.16  But  demands  for  fresh  capital  may  arise 
at  a  time  when  there  is  no  market  for  securities  except 
at  a  ruinous  discount,  to  accept  which  would  be  as  disas- 
trous to  the  financial  position  of  a  company  as  actual  de- 
fault. Under  such  circumstances,  application  is  usually 
made  for  receivers,  that  the  interests  of  all  may  be  con- 
served. 

Effect  of  General  Business  Conditions  on  Railroad  Earn- 
ings.— Among  the  factors  to  be  considered  by  those  charged 
with  railroad  management  is  the  fluctuation  in  earnings 

i « /«</.,  LVI,  464. 

15  Jt,  Bll,  024.  io/6u/.,  XX  XIX.  349. 
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due  to  changet  in  general  business  condition*.  Examine 
lion  of  the  statistics  of  railroad  earning!  for  a  period  of 
yean  will  aerve  to  ahow  the  importance  of  considering  thi* 
relational  ip  It  is  necessary,  therefore,  that  a  railroad 
corporation  be  kept  at  ail  times  in  a  condi  meet  ma- 

ions,  and  to  this  end  that  iU  affairs 
be  conducted  with  •!.  rence  to  buaineat  activity  and 

deprearion.    The  nature  of  the  traffic  carried  by  any  par- 
.id  \\ill  .!•  t.  nnine  to  a  great  extent  the  poa- 
••ct    of    a    period    of    financial    distress.    If    it 
be  a  railroad  like  th  Island,  which  serves  a  large 

urban  community,  it   will  have  not  only  a  steady  v«iluni«» 
of  commutation   traffic   but  also  a  constant   demand 
transportation  of  food  products  and  oth« -r  ,  of  traf- 

fic necessary  to  the  residents  of  a  <  it  !>••  a  rail 

road  lik--  tin*  Pennsylvania  which  serves  a  large  territory, 
its  traffic  may  be  so  diversified  that  a  falling  off  in  one 
f  traffic  will  be  made  good  by  an  increase  in  an- 
If,   however,   it  be  a   railroad   like  some  of   tin- 
granger  lines,  which  depend  largely  upon  a  single  indus- 
'•rop  failure  or  any  other  unfavorable  in- 
*ing  production   will  cause  an  immediate  loss 
in  earnings.    As  it  is  rarely  possible  to  reduce  operating 

>nn  to  decreased 

nigs,  a  business  depression  always  results  in  the  in- 

hose  railroads  which  have  allowed  themselves 

to  b<  irdened  with  an  excessive  weight  of  floating 

Reorganizations. — Insolvency  baa 
been  not  \\\\-  y  a  recurrent  affliction;  for  in  many 

cases,  part  i. MI !.<!•!-.    in  the  early  period,  reorganization  was 

tad  too  speedily  to  allow  a  careful  examination  to  be 

made  ini  auses  of  default,  and  an  application  of 

••«*   of   r«-!i.  i'     ]  and    Great 

\VcMi-rii   p:iNxrd   thmu^h  a   p.-riod  uf  nvrivi-rship   in 
16  L»'J5 
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,-iml  another  in  lsti<l.  l,ut  it  was  airain  in  financial  straits 
in  1874.17  The  cause  for  this  has  been  wl  I'm-th  l.y  a 
careful  student  of  the  subject: 


in  thos4»  failures  which  took  place  i.nmv  ]^>\.  reorganhtation 
or  settlement  was  speedily  effected  as  a  rule.  The  tn.ui.ie  \\;is. 
In  this  case,  that  It  was  done  altogether  too  spe,-diiy  f  !«•  per 
manently  done.  Default  in  interest  on  bonds  being  the  immedi 
ate  cause  of  embarrassment,  a  settlement  with  bondholders  gare 
the  management  a  free  band  to  carry  on  the  same  or  similar 
policy  as  before,  without  having  taken  tin-  (rouble  to  go  to  the 
root  of  the  matter  ami  #-t  a  thorough  understanding  of  the  sit- 
uation. It  was  often  impossible  to  do  so  for  want  of  access  to 
information.  Managers  often  avoided  or  failed  to  give  out  de- 
tailed reports  of  the  condition  of  the  property  in  their  control. 
A  settlement  was  patched  up  which  could  hardly  last,  because 
it  was  based  on  a  thoroughly  false  conception  of  the  railroad 
as  an  institution  in  its  relation  to  social  interests.  The  railroad 
had  not  yet  come  to  be  regarded  in  its  twofold  aspect,  both  as 
a  social  institution  required  for  the  community  and  as  a  flnan.  -ial 
corporation  bound  to  discharge  its  obligations  to  the  investor. 
The  role  which  it  was  still  playing  In  many  parts  of  the  country 
was  that  of  an  exploiter  of  the  community  and  creditor  alike 
for  the  benefit  of  an  inside  clique  which  could  not  or  would  not 
be  made  responsible  to  the  stockholders  in  whom  the  title  to 
the  property  lay.  The  stockholders  themselves  had  frequently 
exhausted  their  resources  in  building,  and  had  little  credit  or 
cash  left  to  tide  the  property  over  a  year  of  deficit  in  income. 
Thus  the  management  and  the  bondholders  came  to  control  the 
situation,  in  which  the  two  other  interests  of  the  stockholder 
who  had  reached  his  limit  and  the  community  were  in  danger 
of  being  lost  sight  of.  Under  these  conditions  the  railroads 
which  failed  in  the  early  seventies  were  not  really  reorganized 
—they  were  simply  regalvanized.i« 

"/Wd,  XIX,  617. 

"Crowell,  "Railway  Receiverships,"  Yale  Rev.,  VII,  326. 
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I;M  i  i\  i  i:smi' 
The  Rcccit-  in  an  officer  appointed  by  a 

',   aa  an    impartial    I  istody    ; 

Aln.'h    is  the  subjeet    ••!'    litigation,    uh-ri   it   d»«-*   not 

.<•  that   :  irties  should 

be  allowed  to  have  Control.      ]  in  that  of  a  minister 

or  agent,  sut»  n  <>f  th.  court  and  with  little 

•id  sii.-h  -y  as  is  given 

must  be  exercis*  he  benefit  of  all  the  parties  in- 

terested until   it   is  determined  \vhi.-li   one  is  entitled  to 

1  possession.  The  receiver's  function  is  to  preserve 
tli.-  i •!•••;  -m  waste  or  d«  .  to  collect  tin- 

re  venues  and  proceeds,  and  to  make  final  delivery  accord- 
ing to  the  priorities  or  rights  of  those  whose  claims  have 
been  ju<ii<  i.tlly  approved.  But  while  the  purpose  of  a  re- 
ceivership was  originally  to  close  out  the  affairs  of  a  busi- 
ness or  estate,  with  the  growth  of  corporate  activity,  th. 
•  •"urts  have  found  it  necessary  to  enlarge  the  powers  of 
receivers  so  as  to  enable  th«-m  to  perform  thr  duties  of 
managers,  and  t!m-  make  possible  the  final  disposition  of 
the  prop,  rty  as  a  going  concern. 

Bondholders'   Right   to   Possession   and  Sale.— In   the 
mortgage  or  <d  whirh  is  executed  to  secure  the 

'iit  of  an  issue  of  bonds,  title  to  certain  property  is 

yed  to  a  trustee  with  power  to  sell  in  tin-  «-\vnt  of 

ply  tin-  pro-  >n  of  the 

d.-l't.     T  .viiidi  intivt  .-lapse  between  a  default  and 

i  <>n  t)i<  part  of  the  trustees  varies;  it  may  be  sixty 
days  in  one  case,  and  a  year  or  more  in  another.  The 
number  of  bondholders  who  may  require  the  trustee  to 
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act  als.>  varies  fn.in  one-tenth  1<>  one-half  of  those  r- 
sented  hy  him.  .M«»st  <.f  the  early  railroad  mortgages  were 
SO  def'"-ti\<'  technically  as  to  make  tin-in  inoperative.  In 
some  cases  it  was  <>pti<m;il  with  tin-  trustee  to  assert  his 
rights  after  a  Hi-fault  had  hem  made.  Tin-re  was,  tln-n- 
fore,  no  way  tn  eniiipel  tin-  trust*1.-  to  begin  foredoom 
proceed inu^.  it  for  any  reason  he  did  not  see  fit  to  do  so. 
Others  gave  the  bondholders  the  power  to  act  only  with  tin- 
consent  and  cooperation  of  the  trustee.  They  were  fur- 
ther defect ivi-  in  that  they  failed  t<>  provide  that  a  default 
in  interest  should  also  carry  with  it  a  default 
in  principal,  and  thus  they  deprived  the  bondholder  of  the 
right  of  forcing  a  sale.  These  defects  were  serious  ind.-.-d 
when  it  is  considered  that  trustees  were  often  chosen  from 
among  the  officers  or  directors,  so  that  the  responsibility 
for  enforcing  the  rights  of  bondholders  was  entrusted  to 
those  whose  interests  were  opposed  to  the  assertion  of 
those  rights.  In  such  a  situation,  the  interests  of  the  bond- 
holders were  likely  to  be  prejudiced.  The  trustee  would 
sometimes  neglect  to  enforce  the  payment  of  interest  even 
when  it  had  been  earned ;  or  taking  advantage  of  the  option 
given  him  in  the  mortgage,  he  would  delay  as  long  as  pos- 
sible before  asserting  his  right  to  possession.  In  case  he 
refused  to  foreclose,  the  bondholders  were  frequently 
obliged  to  accept  the  offer  of  the  defaulting  corporation  to 
fund  unpaid  coupons  into  new  securities.  In  some  cases 
too  long  a  time  was  prescribed  before  foreclosure  could  be 
sought  under  the  mortgage. 

Obstacles  in  the  Way  of  Trustees. — But  often  when  the 
trustee  was  able  and  willing  to  act,  various  causes  were  op- 
erative to  defer  foreclosures  or  to  make  such  a  sale  either 
inadvisable  or  impossible.  Many  of  the  railroads  which 
failed  in  this  early  period  could  not  be  foreclosed  because 
their  bonds  bore  the  endorsement  of  a  state,  which  conse- 
quently held  a  first  lien  upon  the  property.  As  a  state 
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could  have  little  desire  to  make  the  sacrifice  attending  a 
forced  sale,  the  holders  of  junior  mortgages  were  without 
means  of  redress  except  after  much  delay  and  loss.  When 
in  1873  a  foreclosure  sale  of  the  Jacksonville,  Pensacola, 
.in-1  Mobile  was  advertised,  the  attorney-general  of  Florida 
took  action  under  the  state  lien  and  delayed  the  ssle  for 
••an*.1  The  state  of  Georgia  in  the  same  manner  held 
up  the  sale  of  the  Maeon  and  Brunswick  from  1873  to 
1880.* 

Policy  Against  Segregation  of  Properties.— An- 
other factor  which  tended  to  delay  foreclosure  was  the 
poor  physical  condition  of  insolvent  roads,  which  miniisn 
tated  extensive  repairs  and  replacements  before  the  prop- 
could  be  brought  up  to  a  standard  at  which  profit- 
able operation  would  be  possible.  Again,  as  railroad  sys- 
tems were  gradually  built  up  through  the  consolidation  of 
separate  properties,  they  became  too  large  to  sell  to  any 
!••  purchaser;  and  to  allow  a  system  to  be  dismem- 
bered is  to  decrease  its  earning  capacity  and  so  lower  the 
price  at  which  it  may  be  sold.  Moreover,  as  these  sepa- 
rate properties  bore  different  mortgages,  each  wit! 
trustee,  it  was  found  impossible  for  a  trustee  to  act  with- 
out injury  to  the  security  of  the  bonds  which  he  repre- 
sented. It  became  apparent,  therefore,  in  repeated  in- 
stances that  there  was  need  for  a  disinterested  official  to 
operate  railroads  in  default  that  the  public  might  receive 
uninterrupted  service,  and  that  the  bondholders  might  be 
protected  in  th.-ir  rights.  In  some  instances  the  mortgage 
trustee  was  the  most  eligible  candidate  for  this  position  of 
manager.  Thus  when  in  1852  the  Vermont  Central  be- 
came embarrassed,  the  directors  surrendered  the  property 
ti»  the  trustee  of  the  first  mortgage  bonds,  who  operated  it 
three  years.*  The  Hartford,  Providence,  and  Fish- 


i  Commercial  and  Financial  Cknmiet*,  XVH.  155.  XXVIII,  699. 

»  Annual  report,  1866. 
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kill  was  operated  by  tin  inert LML'«  trustees  for  about 
t  unity  years  prior  to  1878,4  and  tin  inM.-es  under  the 
.1  mortgages  of  the  St.  Vincent  extension  of  the  St. 
Paul  ami  I'a.  itic  took  possession  in  1876,  and  operated  the 
road  until  it  was  foreclosed  three  years  later.' 

Limitations  of  Trustee  as  to  Management  »//<//  Xale. — In 
case  it  was  possible  for  a  trustee  to  manage  a  property  in 
<lr  fault  so  successfully  as  to  satisfy  the  claims  of  the  bond- 
holders out  of  the  earnings  from  operation,  he  could  not 
n-tain  control,  but  must  surrender  possession  to  the  t'..r- 
iii.  r  management,  however  incompetent.  Moreover,  it 
was  early  discovered  that  the  rights  of  bondholders  could 
not  be  enforced  according  to  tin-  wording  of  the  mortgage, 
and  that  there  were  practical  obstacles  in  tin-  way  of  a 
sale.  In  but  few  instances  have  the  bondholders  succeeded 
in  getting  possession  of  an  important  railroad.  In  many 
instances,  on  the  other  hand,  they  have  had  not  only  to 
fund  their  coupons,  but  to  submit  to  a  reduction  of  prin« -i- 
pal  or  interest,  to  submit  to  the  prior  payment  or  funding 
of  floating  debt,  and  even  to  pay  a  cash  assessment  to  inak»> 
possible  the  restoration  of  the  property  to  proper  physi- 
cal condition  while  the  shareholders  have  remained  in  full 
control.  This  discrepancy  between  legal  theory  and  prac- 
tice may  be  accounted  for  to  some  extent  by  the  manner 
in  which  trustees  were  appointed,  but  more  by  the  fact 
that  the  security  of  any  particular  issue  of  bonds  was  in- 
definite because  of  the  large  number  of  separate  issues. 
The  necessary  result  was  agreement  to  an  arrangement 
which  would  require  the  waiving  of  particular  rights  I'M;- 
the  benefit  of  common  interests,  in  order  that  there  might 
be  no  serious  injury  to  the  earning  power  which  deter- 
mined the  value  of  the  bonds. 

Complexity  of  Interests  in  the  Property. — The  com- 
plexity of  interests  in  railroad  property  has  also  tended  to 

«  Chronicle,  XXII,  304;   Bayleg,  Providence,  I,  282. 
•  Chronicle,  XXIII,  37l» ;    \\VIII.    ; 
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make  ilirtimlt   tl  enforcement  of  the  term*  of  a 

mortgage.    There  may  be  bonda  aecured  by  a  lien  upon  a 
i  -I'  tli.-  pM'l,  aM.l  othera  aecured  by  a  li«-n 
upon   th-  in.-luiliiitf  tin-  s.-.Miritiea  of  con- 

trolled  companies.  There  may  be  bonda  secured  by  li* -us 
upon  aeparate  parcela  of  pro;  All  theae  varietiea  of 

bonda    depend    f  upon    tin-    uninterrupted 

operation  of  the  ayatem  aa  a  wh  •  .vithstarxiini: 

thia   obvious   fact.    • .« li    mortgage  state*  specifically    th«- 
aeparate  lien  of  its  bonda  upon  some  particular  piece  of 
.  or  what  is  hut   little  I-  rhiim  upon  the 

rntiiv  pmp.-rty  subonlinat.-  to  the  various  mortgage* 
which  may  precede  it  In  other  words,  the  mortgage  as- 
serts that  it  has  a  li««n  on  a  piece  <.f  property.  The  value 
of  that  •  'lependa  upon  the  r«  •  be  obtained 

lependa  upon  the  position  of 
property  aa  an  integral  part  of  a  large  rail- 
road aystrni.  upon  the  other  parts  of  which  the  holders  of 
Ixmda  in  question  have  no  claim  whatever. 

ning  Power  the  Real  Security. — The  real  aecurity  of 
I  road  bond  is  not  statni  in  the  mortgage.  Under  theae 
.instances,  even  if  his  interest  be  in  default,  the 
holder  of  such  a  bond  may  not  foreclose  without  heavy 
loss,  because  the  act  of  foreclosure  would  seriously  impair 
the  value  of  the  property  concerned  by  taking  it  o 
connection  with  tin*  general  system.  Nor,  on  the  other 
hand,  is  the  holder  of  a  general  or  "blanket"  mortgage 
bond  in  a  better  position.  His  lien  is  usually  subordinate 
to  first  mortgages  on  particular  portions  of  the  line,  and 
theae  must  be  paid  oft*  before  he  can  come  into  possession. 
To  raise  an  amount  of  cash  sufficient  to  pay  all  the  prior 
claims  upon  the  ditTVivnt  portions  of  a  railroad  ayatem  is 
a  task  which  is  almost  impossible  and  rarely  attempted. 

Position    of    Shareholders. — Shareholders    may    oppose 
foreclosure  sales  on  the  ground  that  their  rights  would  be 
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seriously  injured,  as  indeed  they  would  if  a  sale  were 
forced  at  a  time  when  no  one  were  willing  to  purchase. 
They  may  advance  the  claim  that  the  selling  price  of  the 
road  at  a  time  when  it  is  in  serious  difficulties,  and  per- 
haps also  when  general  financial  stringency  has  de- 
pressed tlic  value  of  all  property,  is  no  fair  criterion  of  its 
value  under  normal  conditions.  They  may  present  «\i 
dence,  also,  tending  to  prove  that  under  more  favorable 
ein  11  instances  the  earnings  of  the  road  would  be  more  than 
sutVu'ient  to  pay  interest,  and  that  their  shares,  \\hieh 
would  be  entirely  wiped  out  by  foreclosure  sale,  are  in 
reality  a  claim  to  potential  earnings  and  in  equity  entitled 
to  consideration. 

The  Public  Interest. — The  interest  of  the  public  is  also 
opposed  to  the  assertion  of  the  express  terms  of  a  railroad 
mortgage  when  this  would  result  in  the  dismemberment 
of  systems  with  the  consequent  disturbance  of  shippers, 
and  in  such  an  event  the  courts  will  be  quick  to  act  to 
prevent  strict  enforcement.  Yet  the  rights  of  bondholders 
may  be  said  to  be  protected  as  much  as  possible,  though  it 
is  only  in  rare  instances  that  a  railroad  has  been  sold  at 
foreclosure  for  the  benefit  of  its  creditors.  Some  basis  of 
settlement  is  usually  found,  and  pending  adjustment  the 
property  subject  to  default  is  placed  in  the  control  of  a 
receiver. 

Receivership  a  Necessary  Expedient. — During  the  early 
period,  extending  from  the  fifties  to  about  1880,  many  in- 
solvent railroads  were  put  in  charge  of  receivers,  but  it 
was  not  until  the  late  seventies  that  receivership  had  de- 
veloped into  something  entirely  distinct  from  trusteeship. 
It  was  then  that  the  need  became  apparent  for  a  form  of 
administration  adequate  to  satisfy  the  conflicting  claims  to 
railroad  property  in  default.  So  long  as  mortgagees  were 
compelled  to  rely  upon  trustees  for  the  enforcement  of  their 
rights,  and  so  long  as  the  instrument  itself  was  technically 
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deft-  Iroad  managers  might  default  at  will  upon  in- 

terest paymenU,  relying  up«  ••>  make  tome 

sort  of  agreement  with  the  secured  creditors  which  would 
leave  them  in  control  Kven  when  it  was  possible  to  ob- 
tain the  consent  of  bondholders  to  furM  unpaid  coupons, 
the  arrangement  had  the  effect  of  adding  to  fixed  charges, 
and  a  recurrence  of  insolvency  usually  followed.  The  At- 
lantic an  <•  in  1873  succeeded  in  fun  cou- 

pons \\lu.-li   were  to   fail  .In.-   within   t!..  \vo  years 

upon  all  except  its  first  mortgage  bonds,  but  subsequent 
insolvency  led  to  the  app  t  of  a  receiver  in  1875,  as 

nly  means  of  meeting  the  situation.'  Trusteeship 
1  in  its  stead  came  receivership,  the  rise  of  which 
in  the  words  of  Doctor  John  P.  Crow  11,  "is  th-  history 
nf  t)u>  evolution  of  responsible  management  in  an  entirely 
new  species  of  corporate  enterprise,  involving  a  uui<|u<> 
com)  nterests  in«livi<luul  and  social 

Con/Hi--  rests.  —  It  is  a  principle  of  equity  that  a 

.'.ill  not  be  appointed  in  cases  v.  re  is  an 

adeqi.  for  all  contending  parties;  hut 

the  givat  numb.  T  of  conflicting  interests  in  railroad  prop- 
erties   so    complicates   the    situation    that    a    rn 
usually  nam.'d  \\itli  little  hesitation  when  it  appears  t- 

t  a  default  is  imminent     The  public  has  interests 

\vlmh  must  be  respected.    Aside  from  the  matter  of  unin- 

:pted  operation,  and  considerations  of  safety  and  con- 

through  states  or  municipalities  the  public  has 

had  important  finan  v.-sts  in  railroads  as  guar- 

antor of  bonds,  secured  creditor,  or  shareholder.    The  in- 

terests of  individuals  are  even  more  varied.    As  a  share- 

holder one  may  have  an  ordinary  or  a  preferential  interest 

in  proprietorship,  u  ith  definite  liahilities  in  the  event  of  de- 

fault, and  corresponding  rights  to  the  proceeds  of  the  cor- 


\\lll  440,  XXIII,  278. 

T  Crowd),  "Railway  RcoeiverahifM,"  Yale  ffcr.,  VII,  830. 
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porate  estate;  or  one  may  have  such  interests  in  a  snbsid- 
iary  company,  the  shares  of  which  may  «T  may  not  In- 
guaranteed  as  to  dividends  by  the  controlling  corporation. 
Tin-  variety  of  credit  claims  upon  railroad  proprrty  is  ex- 
tensive. There  are  the  general  mortgage  bonds,  secured 
by  a  first,  second,  or  third  lion  upon  the  entin  property; 
divisional  bonds,  extension  bonds,  and  branch  line  bonds, 
whether  guaranteed  or  not;  bonds  secured  upon  separate 
parcels  of  property,  as  bridges,  terminals,  equipment,  and 
real  estate;  income  bonds;  and  collateral  trust  bonds  se- 
eiir.-d  upon  shares  which  represent  control  of  subsidiary 
lines.  Otlu-r  individual  credit  claims  are  represented  by 
sh«»rt  term  notes,  usually  secured  upon  collateral ;  hills  for 
material  and  supplies;  unpaid  wages;  judgment  claims  for 
loss,  breach  of  contract,  injury,  or  damage;  and  un- 
adjusted claims.  Other  railroads  are  also  concerned,  either 
as  guarantors,  holders  of  securities,  or  claimants  for  tra Un- 
balances and  rentals. 

Solvent  Receivership. — Companies  which  were  perfectly 
solvent  have  sometimes  petitioned  for  the  appointment  of 
receivers  in  order  that  they  might  be  relieved  from  embar- 
rassing agreements.  The  Indianapolis,  Bloomington,  and 
Western  was  placed  in  the  hands  of  a  receiver  in  1886,  in 
order  that  a  dispute  over  the  terms  of  its  lease  of  the  Cin- 
cinnati, Sandusky,  and  Cleveland  might  be  judicially  set- 
tled.8 The  St.  Louis,  Vandalia,  and  Terre  Haute  was  com- 
mitted to  the  custody  of  the  court  in  1902,  in  order  that  an 
end  might  be  put  to  the  controversy  between  the  minority 
shareholders  and  the  Terre  Haute  and  Indianapolis,  repre- 
senting the  Pennsylvania  company,  over  the  matter  of  dis- 
tribution of  earnings.9 

Application  for  a  Receiver. — It  was  once  the  practice  to 
appoint  receivers  in  response  to  applications  of  certain 
creditors,  who  represented  that  such  action  was  necessary 

•  Chronicle,  XLIII,  23,  515.  •  Railway  Age,  XXXIV,  330. 
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to  preserve  the  integrity  of  the  property.    Such  applies, 
tions  were  usually  opposed  in  the  court  l>y  the  managers, 
an.(  th. -re  was  oppnrt unity  to  learn  all  the  easeir 
in  a  ease.     Hut  in  1*84  the  Wabaah,  8t  Louis,  and  Pacific 

r  a  receiver  on  the  ground  that 

the  protection  of  the  court  was  necessary  to  prevent  th.- 

Iml.i,  rs  <»f  the  separate  mortgages  from  dismembering  the 

system,   \\ln.-h  was  made  u;  .-nrht   original  com- 

'•*,  aggregating  3600  miles,  at  lin^  into  six  <lif- 

mortgages    numbered    thirty-eight 

Some  of  them  covered  the  property  of  constituent  com- 
panies; others  applied  to  separate  divisions;  and  over  all 
was  one  general  mortgage.10  No  notice  of  this  application 
was  given  to  any  of  the  bondholders,  or  to  any  of  the 
representatives  of  the  creditors,  except  tin  trustees  of  the 
general  mortgage.  Receivers  were  appointed,  however,11 
and  tin-  a.'tion  was  upheld  by  the  court.  This  inaug- 
urated an  era  of  "friendly"  n •< •« -iv.  rships;  for  since 
that  time  it  has  become  the  general  practice  for  a  railroad 
in  danger  of  default  to  file  an  application  on  its  own  be- 
half and  secure  the  appointment  of  a  receiver  of  its  own 
choosing,  thus  preventing  the  creditors  from  pressing  suits 
foreclosure  under  the  terms  of  their  mortgage." 
President  Huntington  of  the  Chesapeake  and  Ohio  ob- 
tained the  appointment  of  a  receiver  for  that  company  in 
1887,  upon  representation  that  while  no  default  had  been 
made,  the  railroad  was  indebted  to  him  to  the  amount  of 
~>,000.  This  was  on  account  of  loans  to  provide  for 
•  Inures  which  should  have  been  paid  out  of  current 
ings.1*  The  Atchison  receivership  in 


\\VIII.  639. 
>'•  \\  ..!•-'  and  Pacific  v.  Central  Trust  Co..  22  Fad. 

'lambrrliiin.     "New- fashioned     Reeeirerahip*,"     Utrvard     Law 
--1A.  57*. 
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brought  about  by  application  <>!'  tin-  .liivrtur*.  and  the  ap- 
pointment was  obtained  with  secrecy  and  despatch.14 

Hut  early  in  1884,  before  the  Wabash  receivership,  the 
president  of  the  New  York  and  New  England  declared 
that  attachments  were  liable  to  be  put  on  the  property, 
and  at  two  o'clock  in  tin-  morning,  tin-  directors  obtained 
the  appointment  of  the  president  as  temporary  receiver, 
petition  for  Midi  action  being  entered  by  an  Knirlish  1>«  up- 
holder.18 Bondholders  and  shareholders  may  join  in  the 
application,  as  in  1895  when  the  Norfolk  and  Western 
made  a  statement  of  financial  condition,  and  the  bond- 
holders in  anticipation  of  a  default,  sued  for  the  appoint- 
ment of  a  receiver.  The  directors  admitted  the  truth  of 
the  charges,  and  joined  in  the  petition,  which  was 
granted.16 

Secret  Application.  —  In  this  manner  the  arrangements 
are  all  made  in  advance  ;  and  if  the  directors  do  not  choose 
to  make  application  themselves,  some  creditor  may  be 
easily  found  who  will  allege  that  the  company  is  liable  to 
default.  Upon  confession  of  the  truth  of  the  charge  by 
the  officers  of  the  company,  the  court  will  take  the  prop- 
erty into  its  control.  Instances  have  been  frequent  where 
creditors  have  obtained  the  appointment  of  receivers  by 
means  of  a  secret  application.  Thus  the  Grand  Trunk 
railway  in  1896  threw  the  Central  Vermont  into  receiver- 
ship upon  the  plea  that  it  was  a  large  holder  of  floating 
debt,  and  that  if  other  creditors  should  press  for  payment, 
the  Central  Vermont  would  be  dismembered  and  unable 
to  pay.  This  action  was  a  surprise  to  the  officials  of  the 
Central  Vermont,  even  the  president,  who  was  named  as 
one  of  the  receivers.17 

Application  by  Public  Officials  Proposed.  —  Following 
the  principles  governing  the  appointment  of  receivers,  it 


"Ibid.,  LVTII,  42.  i«/Wd.,  LX,  259. 

i«/6id.,  XXXVIII,  30.  "  Ibid.,  LXII,  588,  634. 
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I   teem   that    tin-    j.u'  urli    M,fiir    projMT  official, 

niik'ht    »•••   allow,  n1    to   ask    tin-  rmirl    to   appoint  a  Wc« 

s,s  \\li.n-  tin-  i  inaction  of  cred- 

itors or  tli.-  managcm  h  service. 

In  tli.-  i  -line  of  protracted  la1  example, 

\\hrii   tin-  rontrn.iinir   parti.  •>   an-    unable  to  come  to  an 
agre<  pobtte  ofldal  would  famm 

id-    pul'!:  >t  in  its  right  to  safe  and  uninterrupted 


ns  for  a  Receiver.  —  It  was  once  an  established 

t  to  be  eligible  a*  a  candidate  for  rev 

.id  no  connection  with  the  defaulting  cnt«-r 

prise  in  an  of  for  a  receiver  should  be  a  dis- 

interested person.     Hut  in  the  case  of  railroads  this  rule 

has  been  rarely  observed,  p.  y  since  the  W  a  bash 

decision,  when  a  president  of  the  corporation  and 

one  of  the  directors  was  appointed  receiver.     The  affairs 

of  a  railroad  are  so  invoiv.-.l  in   t.-.-hni.-:iliti«»8  that  a  re- 

ceiver must  have  been  trained  in  tho  railroad  service,  and 

each  system  are  so  complicated  that  tho 

range  of  limited  to  officials  who  have  been 

roiiiirrtnl  with  the  old  inanag*  MI  rit  .     Usually  such  ofl 

are  also  heavily  int.-n-st.-d  tinan.-ial!;.  has  afforded 

opportunities  for  grave  abuse,  because  if  there  has  been 

mismanagement,  tin*  fri.-n.Hy  n-.-rivr  may  not  be  disposed 

to  disclose  the  source  of  difl'n-ulty  and  aid  in  the  work  of 

reorganization.    To  nvoi.l   this  danger  two  receivers  are 

i  appointed;  and  while  one  is  chosen  from  among  those 

ly  familiar  witli  tin-  mana^.'in.-nt  of  th«*  pro; 
the  other  is  a  representative  •  rests. 

This  makes  a  working  arrangement  possible,  and  keeps 
down  hostil.-  .-ri'i.-iMii.  tlms  N-a-lim:  to  reorganization  in 
the  shortest  possible  time.  I  .irties  to  an  applica- 

tion agree  upon  a  candidate,  the  court  will  generally  ap- 
point him  in  the  absence  of  evidence  that  he  is  in  any 
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way  responsible  for  tin-  embarrassment  which  make.s  the 
receivership  necessary.  Similarly,  the  court  will  remove 
iver  upon  evidence  that  his  ;i  nil  i;it  ions  are  such  as  to 
unfit  him  I'm*  disinterested  service.  Tims  the  bondholders 
of  the  L.  .-ivenworth,  Lawrence,  and  Gulf  in  1875  pro- 
tested against  the  appointment  of  a  representative  of  the 
competitive  Missouri  River,  Fort  Scott,  and  Gulf.18 

Jurisdiction  of  Receivers.  —  In  cases  where  a  railroad  ex- 
tends  through  several  states,  the  appointment  of  the 
principal  receiver  may  be  sought  in  the  state  in  which  it 
has  its  principal  office,  and  ancillary  or  auxiliary  suits 
must  then  be  entered  in  each  of  the  other  cities.  Ordi- 
narily, the  same  receivers  will  be  named  in  these  states  as 
a  matter  of  comity.  Application  is  usually  made,  how- 
ever, not  to  a  state  court  but  to  a  United  States  court  ; 
but  here  the  same  rule  applies  in  cases  where  the 
line  extends  beyond  the  jurisdiction  of  a  single  court.  The 
court  which  first  obtains  jurisdiction  retains  it  in  all  mat- 
ters concerning  the  management  of  the  whole  property, 
as  was  originally  held  in  a  case  concerning  the  Fort 
Wayne,  Muncie,  and  Cincinnati  railroad.  Receivers  for 
this  road  were  apopinted  by  an  Indiana  court  in  1874,  but 
upon  application  of  the  bondholders,  the  United  States  cir- 
cuit court  removed  them.  It  was  finally  decided  that  the 
state  court  having  first  taken  cognizance  of  the  contro- 
versy was  entitled  to  retain  jurisdiction,  and  this  rule  has 
been  generally  approved.19  But  in  another  case  which 
arose  the  same  year,  a  federal  court  appointed  a  receiver 
for  the  Burlington  and  Southwestern,  and  instructed  him 
to  demand  possession  from  the  receiver  who  was  already 
in  control  by  virtue  of  the  appointment  of  an  Iowa  court. 
A  compromise  was  finally  effected,  by  which  both  receivers 


.,  XX,  41. 

»•  Gaylord  v.  Fort  Worth,  Muncie,  and  Cincinnati  Railroad,  6  Bis- 
Bell    (U.  S.),  286. 
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resigned  in  favor  of  a  representative  of  the  bondholderi 

named   I  iy  th<-  federal  court.1"    Thin  rule  waa  aUo  chal- 
lenge.! in  189  with  the  receivership  of  the 

.  his    Inn-    runs    through    tin-    M-vnitli. 

eighth,  and  nint!  i  States  jud  i  .  ami  tin- 

jud-..'.-  in  tin-  ninth  .:  -  fused  to  recognize  the  court 

for  the  seventh  aa  the  court  of  primary  juriadic- 

.\ith.st.-in. IIIIL'   that    th«-  original   suit   had  been  en- 
Four  justices  of  the  United  States  supreme 
.  :i.-tintf  aa  justices  assigned  to  the  several  districts, 
upheld  the  prineiplr  that  rt  which  first  take*  juria- 

dietion  should  be  recognised  aa  the  one  having  primary 

//.u'.;/  arid  Administrative  Aspects  of  Receivership.— 
.  i  nary  function  of  the  receiver  to  operate  the 
railroad  under  his  control,  subject  to  the  orders  of  the 
court  until  the  affairs  of  the  corporation  are  settled. 
Operation  of  a  bankrupt  railroad,  however,  is  a  compre- 
hensive term,  covering  almost  any  expenditure  which  will 
maintain  or  increase  earning  power.  Upon  coming  into 

ol,  a  receiver  usually  finds  the  property  in  a  dilapi- 
dated condition,  on  account  of  the  attempt  of  the  former 
managers  to  n -in -in -h  and  thus  avert  default  or  to  pay  un- 
earned dividends  to  keep  up  the  market  for  securities. 

rails  are  badly  worn,  the  ties  in  need  of  replacement, 
and  the  rolling  stock  and  structures  require  extensive  re- 
pairs. In  some  cases  the  condition  of  the  tracks  and  struc- 
tures has  been  such  as  to  render  operation  dangerous.  In 
1893  the  Miehigan  commissioner  of  railroads  found  that 
the  line  of  the  Toledo,  Ann  Arbor,  and  North  Miehigan 
waa  a  source  of  public  danger,  and  ordered  the  speed  of 
passenger  trains  reduced.*1  The  receiver  must  be  not  only 


(>7.  477:   «i.  1  M  . 
•»/6i./.    I  \l.   :.:.'    558.   1066:    I. Ml.  23S. 
»  Ann  Arbor  Railroad.  Annual  rcporU  1898. 
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an  operator,  but  he  must  also  be  able  to  restore  the  work- 
ing efficiency  of  the  property.  In  the  Atchison  receiver- 
ship of  !>!» :: -.">  the  receivers  had  charge  of  tin-  up.  ration  of 
a  system  of  4500  miles,  with  indirect  control  of  about  2000 
miles  of  subsidiary  lines.  During  this  period  the  rolling 
stock  was  overhauled  and  repaired,  large  numbers  of  rails 
and  ties  were  replaced,  and  generous  expenditures 
made  for  the  filling  in  of  trestles  and  the  reduction  of  the 
mileage  of  wooden  bridges.28 

In  some  instances  receivers  have  been  empowered  to  un- 
dertake the  construction  of  additional  milc;i^r.  rither  to 
complete  work  which  was  interrupted  by  the  default,  or  to 
form  some  advantageous  connection.  Usually,  however,  the 
number  of  miles  constructed  has  not  been  over  ten  or  fif- 
teen. But  in  1873  the  receivers  of  the  St.  Vincent  extension 
of  the  St.  Paul  and  Pacific  were  authorized  to  complete  un- 
iinished  portions  of  the  road  in  order  that  a  valuable  land 
grant  might  not  be  allowed  to  lapse.24  By  a  second  order 
in  1878  they  were  instructed  to  extend  the  main  line  sixty- 
five  miles,  and  to  build  eighty  miles  of  branch  lines.28 
Over  thirty  miles  of  the  Columbia,  Piqua,  and  Indiana 
railroad  were  built  by  the  receiver  in  1858-9 ; 2fl  and  several 
short  extensions,  aggregating  seventy-three  miles,  were 
built  by  the  receivers  of  the  Missouri,  Kansas,  and  Texas 
in  1888-91. 27 

While  a  receiver  may  make  contracts  in  matters  involv- 
ing small  outlays,  a  special  order  of  the  court  is  required 
to  give  validity  to  agreements  of  a  permanent  nature. 
With  such  authority  the  receivers  of  the  Missouri,  Kan- 
sas, and  Texas  in  1869  leased  a  line  125  miles  in  length 

2«  Report  of  Walker  and  McCook,  receivers,  1896. 

"  Chronicle,   XVII.  380. 

nlbid.,  XXVI,  575. 

*«Amer.  Railroad  Jour.,  XVI,  555. 

toftMM    /,',  r ..    XXXI,   :;75;    Chronicle,  XLI,  272;    XLVII,  594; 
XIJX,  22;  L,  590. 
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from  the  Kansas  City  snd  Pacific."    But  a  receiver  is  not 
bound  to  continue  a  coir  tered  into  before  his  sp- 

•meut,  if  to  do  so  woul.l  -he  earninga  frou 

purpoaea   for   which    the  receivership   was  created.    The 
••out  receivers  in  1896  defaulted  on  the  rental 
due   uM'l.-r  the  leaae  of  tin-    I  Jutland  railroad,  but   they 
mietl    the    payments    on    the    New    London    North- 
ern, because   the   leaae   of  that   road   had   been   profit- 
*    This  also  applies  to  car  trust  agreements;   but 
m  |  -he  receivers  always  find  it  to  the  advantage 

of  the  property  to  use  the  rolling  stock  held  subjt 

is.10 

Interest  Payments.— Where  a  receiver  is  appointed  be- 
of  a  default  upon  a  junior  mortgage,  interest  pay- 
will  be  continued  under  the  receivership  at  the  dis- 
lie  court  The  Ohio  and  Mississippi,  when 
already  in  the  hands  of  a  receiver,  defaulted  upon  its  first 
mortgage  bonds  in  1877.  The  court  thereupon  authorized 
the  receiver  to  pay  the  interest  upon  those  bonds,  and  thus 
prevent  foreclosure.'1  The  receiver  of  the  Kentucky  Cen- 
tral was  in  1886  given  leave  to  pay  :  vst  upon  the 
bonds  of  its  proprietary  line,  the  Maysville  and  Lexing- 
ton." 

iment  of  Back  Claims. — Railroads  when  coming  into 
the  control  of  the  court  are  usually  heavily  indebted  for 
wages,  materials  and  supplies,  and  balances  on  interline 
traffic,  because  managers  in  the  face  of  declining  revenues 
will  defer  the  payment  of  operating  expenses  in  the  hope 
that  a  period  of  embarrassment  may  thus  be  tided  over 
an,!  a  .Irfault  avoided.  The  Wabash,  St.  Louis,  and  Pa- 
had  $2,000,000  of  such  claims  outstanding  in  1884," 

M  CAnmfeftf,  XLIX,  22.  »  Ibid.,   \.\l\\.  754. 

M  Rmwlr.  tU»,"  Amer.  Bar  Aawc.,  Report.  VIII. 

3644. 

\\\.  17.  187,237. 

M  /Wd.,  XLIII,  634.  M  /M*\  XXXVIII,  707. 
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nn.l  the  Norfolk  and  Western  in  1895  had  $350,000  due 
in  wages  alone.84  It  is  customary  for  tin-  «.urt  in  ap- 
pointing a  receiver  to  order  the  payment  of  back  claims  of 
this  character,  which  have  been  incurred  within  a  reason- 
able time,  usually  six  months  This  allows  unsecured 
creditors  a  prior  right  to  the  earnings  during  the  period 
of  receivership,  and  even  to  tin-  fund  received  from  fore- 
closure of  the  property  itself;  but  the  practice  is  justified 
upon  the  ground  that  the  debts  should  have  been  paid  out 
of  current  earnings  at  the  time  they  were  incurred,  and 
that  their  payment  by  order  of  the  court  is  nothing  more 
than  a  restoration  of  diverted  funds.88 

Reduction  in  Wages. — As  a  receiver  is  an  officer  of  the 
court,  interference  with  his  official  acts  is  held  to  be  con- 
tempt of  court.  Hence  when  an  attempt  is  made  to  in- 
troduce economies  through  a  reduction  of  wages,  the  court 
will  if  necessary  enjoin  employees  from  striking.  In  1893 
the  Northern  Pacific  receivers  made  a  cut  in  wages  of  from 
five  to  ten  per  cent.  Upon  remonstrance  by  the  employees, 
the  receivers  obtained  an  order  from  the  court  directing 
them  to  put  the  reduced  schedule  into  effect,  and  enjoin- 
ing the  employees  from  combining  to  quit  without  notice. 
Tli is  action  was  based  upon  the  ground  that  a  strike  would 
paralyze  the  business  of  the  territory  served  by  the  road, 
and  cause  general  suffering  through  the  cutting  off  of 
necessary  supplies  in  the  middle  of  winter.88  This  order 
was  modified  somewhat  upon  appeal,37  and  never  finally 
passed  upon  by  the  supreme  court;  but  it  serves  to  em- 

84  Hi,!..     \.\.    Ufe 

••Metcalfe,  "Priority  Over  Mortgage  of  Debts  Contracted  by  K.iil 
roads  Before  Receivership,"  Central  Law  Jour.,  N\\l\.  241-4;  Bis- 
j.lumi.   'Rights  of  Material  Men  and  Employees  of  Railroad  Com- 
panies as  Against  Mortgagees,"  Anirr.   liar  /."//.  ill,  107. 
85. 

*«  Farmers'  Loan  and  Trust  Co.  v.  Northern  Pacific,  60  Fed.  Rep., 
803. 

«T  Arthur  vs.  Oakes,  63  Fed.  Rep.,  310. 
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phasize  the  power  which  a  court  of  equity  may  me  to 

v  ..ut  tin-  purpose  of  receiver*hij 
Method*  of  Raising  Money. — Money  for  repair*  ami 

••menu  may  be  !   .-ith.-r  in  the  form  of  net 

earning*  diverted   from  interest  payment,  or  it  may  be 
raked    thmuu'h    th<    sale   of  receivers'  certificate*, 
methods  are  usually  an  easy  matter  to  de- 

on  a  la  rest  than  is  warrant' 

the  actual  dt-ti.  it  in  n.  t  earnings,  in  order  to  expend  tin.- 
rence  in  improving  the  condition  of  the  road  The 
bondholders  have  no  redress  unless  they  can  show  the  court 
that  the  proposed  •  \p.  n.litun-  is  an  improper  and  unneces- 
sary outlay,  and  thin  is  seldom  the  case.  Receivers'  certifi- 
cates are  interest-bearing  evidences  of  indebtedness,  backed 
l»y  the  pledged  faith  of  the  court  that  the  property  sub- 
n  \\ill  !>«•  K<>M  if  need  be  to  provide 
Th'-y  are  negotiable  only  in  the  aeon 
that  they  may  be  transferred  by  delivery  or  indorsement, 
and  they  are  issued  only  for  a  short  term.  Their  claim 
upon  the  property  is  usually  prior  to  that  of  the  first 
mortgage  bonds,  and  they  may  be  issued  in  the  face  of 
opposition  of  the  holders  of  such  bonds,  on  the  ground  that 
they  merely  appropriate  in  advance  a  portion  of  the  value 
«•!'  the  property  in  order  that  a  greater  value  may  be  saved 

i\  destruction.** 

Receivers9  Certificates. — Certificates  were  at  first  au- 
thorized only  in  cases  of  extreme  necessity,  but  their  use 
has  been  extended  to  cover  almost  any  expenditure  which 
may  think  beneficial  to  the  property.  They  may 
be  used,  however,  only  for  the  specific  purpose  named  by 
the  court  at  the  time  they  are  authorized.  They  are  issued 
in  several  contingencies;  when  there  has  been  a  diversion 


'Injunction  and  Organized   Labor,"  Amer.  Bar 
Report,  XVII,  312 
M  Myer  T.  Johnston,  53  Alabama,  237. 
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for  ih«>  benefit  of  bondholders  of  earnings  which  shouM 
have  gone  to  pay  current  expenses ;  when  there  is  need  for 
betterments  and  additions  to  property;  and  when  the  con- 
struction of  additional  mileage  is  advisable.  In  some  in- 
stances tli«  \  li.ive  been  issued  to  redeem  securities  held 
against  the  floating  debt,  as  in  the  case  of  the  North*  rn 
<•  in  1893.40  Back  claims  t  i  \\ages  and  supplies 
have  often  been  paid  out  of  the  procenls  ..f  receivers' 
•  s.  The  receivers  of  the  Dayton,  Port  Wayne,  and 
Chicago  in  1888  issued  $370,000  of  certificates  to  pay  debts 
for  labor  and  supplies  incurred  during  six  months  pri<>r 
to  the  default,41  and  the  Atchison  receivers  were  authorized 
in  1894  to  issue  $250,000  of  certificates  for  back  wages.4* 
In  the  case  of  the  Philadelphia  and  Reading,  the  principle 
was  so  extended  as  to  allow  the  receivers  to  issue  certifi- 
cates to  pay  Drexel  and  company  for  past  advances  for  in- 
terest on  the  consolidated  mortgage  bonds.43  Appro- 
priations for  betterments  and  for  additional  equipment  are 
regularly  made  out  of  the  proceeds  of  these  certificates. 
In  1889  the  receivers  of  the  Chicago  and  Atlantic  were 
authorized  to  issue  $250,000  in  certificates  to  restore  the 
road  to  proper  condition,44  and  the  receivers  of  the  Atlan- 
tic and  Danville  issued  the  same  amount  for  betterments 
in  1891. 4B  The  receivers  of  the  New  York,  West  Shore, 
and  Buffalo  in  1885  were  authorized  to  issue  certificates  to 
the  amount  of  $3,300,000  for  the  purchase  of  locomotives 
and  machinery.40  To  complete  the  unfinished  portions  of 
the  road,  the  receivers  of  the  St.  Vincent  extension  of  the 
St.  Paul  and  Pacific  in  1873  issued  debentures  to  tho 
amount  of  $5,000,000,47  and  the  receivers  of  the  Chicago, 
Clinton,  and  Western  were  authorized  in  1876  to 

40  Chronicle,  LVII,  376. 

41  Ibid.,  XLVI,  448.  ««  Ibid.,  XLIX,  206. 

42/fc,W     LIX.  228.  45 /&,',/..   I.I  I.  462. 

43  Jl  \  III.  731.  4e /?„•,/..  XL.  363. 

47  Kennedy  v.  St.  Paul  and  Pacific,  2  Dillon  (U.  S.),  448. 
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complete    »!..-    1  1    to    mue    certificate*    in    pay- 

men 

U.ndhnld.-rs  in  the  Wabash  case  of  1884  protected 

against    the   issue   of   $2,000,000   of   certificate,   on    th«- 

u.l  tii.it  as  th.  v  had  not  nought  the  receiverahip,  noth- 

•  1  be  placed  in  advance  of  ti  B.     The  court 

ordered,  howr\.  r,  that  aa  the  purpoae  of  thoae  certificatea 

waa  to  pay  for  back  claim*  against  the  property,  they 

might  be  given  a  lien  super  he  general  mortgage, 

but   tii.it  all  certificatea  issued  for  oth«-r  purposes  should 

rank  after  the  bomb*.49     In  1894  the  Northern  Pacific  re- 

eeivera  were  authorized  to  issue  $5,000,000  in  certificatea, 

secured  by  a  lien  on  securities  in  the  treasury  and  on  th** 

BM  "i  the  proper'  tlso  by  a  lien  on  the  property 

itself,  subject  to  the  general  mortgage.** 

etsive   Issues.  —  The   ext-  >rndity    with    whi.-h 

•H  have  authorized  the  issue  of  certificatea  has  toecea- 
sarily  resulted  in  abuse,  and  solvent  properties  have 
been  loaded  with  indebtedness  \\hirh  has  l.mught  loss  upon 
the  hmd  holders.  In  the  case  of  the  Vermont  and  Canada, 
the  d  his  character  waa  sufficient  to  wipe  out  prac  ti- 

the entire  assets  of  a  road  which  was  never  in  de- 
fault save  by  agreement.51 

Ter,  :.ceivership.  —  Receiverships    may    be 

terminated  at  the  discretion  of  a  court  of  jurisdiction, 
•  •ith.T  upon  the  removal  of  conflicting  claims,  or  as  is  gen- 
<•  rally  the  case,  upon  sale  of  the  property  and  distrit 
of  the  proceeds  for  the  satisfaction  of  the  various  claims, 
In  the  case  of  temporary  appointments,  the  receiver  will 
be  dismissed  when  the  court  is  satisfied  that  the  causes  of 

«•  Bank  of  Montreal  v.  Chicago,  Clinton,  and  Western,  48  Iowa, 
618. 

•.\\M1I.  731,  764. 
">/f,  051. 

•i  Oodkin.  "The  Court*  •«  Railway  Manager*,"  Albany  Lmw 
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embarrassment  are  no  longer  ojMi.iii\v.  Thus  the  re- 
ceivership of  the  Denver  and  Rio  Grande,  which  arose  out 
of  a  controversy  with  the  Atchison  over  the  right  of  \\-.\y 
through  the  canon  of  the  Arkansas,  was  icnninat. -,i  in  l*ss. 
when  the  United  States  supreme  court  handed  down  a  de- 
cision in  favor  of  the  Denver  and  Rio  Grande.02  Similarly. 
when  reorganization  has  been  effected  without  necessity  for 
foreclosure  sale,  the  receiver  is  dismissed  and  the  properly 
restored  to  the  company.  Thus  the  New  York  and  New 
England  receiver  was  removed  in  1885,  upon  representation 
to  the  court  that  the  property  was  able  to  pay  the  interest 
upon  the  second  mortgage  bonds.83 

Foreclosure. — An  order  of  the  court  is  required  before  a 
foreclosure  sale  may  be  carried  out;  and  such  an  order 
will  be  given  only  in  response  to  a  petition  from  a  respon- 
sible party  in  interest.  When  a  court  enters  a  decree  in 
foreclosure,  it  gives  instruction  as  to  the  manner  of  sale, 
and  usually  names  an  "  upset "  or  minimum  price.  The 
property  may  be  offered  as  a  whole  or  in  several  parcels. 
The  land  grant  and  railroad  property  of  the  Atlantic  and 
Pacific  were  sold  separately  in  1876,64  and  the  Kentucky 
Central  in  1887  was  sold  in  two  parcels,  one  made  up 
of  the  roadway  and  leaseholds  and  the  other  of  rolling 
stock." 

Reorganization. — Usually  the  court  will  wait  until  an 
acceptable  plan  of  reorganization  has  been  devised  before 
entering  a  decree.  When  satisfied  that  the  conditions  of 
the  sale  have  been  complied  with,  the  court  will  confirm  the 
transaction,  but  this  does  not  necessarily  terminate  the  re- 
ceivership; for  in  case  payment  is  made  in  installments  a 
default  may  occur.  The  receiver  is  therefore  kept  in  con- 
trol for  such  a  period  as  is  required  to  close  out  the  affairs 
of  the  company  to  the  satisfaction  of  the  court,  and  to  dis- 

62  Chronicle,  XXXI,  44.  "  Ibid.,  XXIII,  278. 

w  Ibid.,  XLI,  745.  85 /&«*.,  XLIV,  651,  653. 
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1 1  if  nit.  the  proceed*  arising  from  the  sale.  Practically, 
receivership  ends  with  the  delivery  of  the  property  to  the 
I  users,  but  the  receiver  is  discharged  only  after  tin- 
court  has  had  opportunity  to  examine  his  accounts  and  to 
release  him  from  his  bond. 


CHAPTER  XIV 
REORGANIZATION 

Why  Reorganization  is  Necessary. — The  principles  of 
public  policy  and  of  justice  which  in.-tkc  impnssiM,-  the 
strict  enforcement  of  the  contractual  rights  of  bondholders 
and  make  expedient  the  appointment  of  receivers,  require 
the  parties  in  interest  in  a  defaulting  railroad  to  agree 
upon  some  plan  of  financial  adjustment.  The  railroad 
as  a  public  highway  must  be  operated;  and  until  the  cor- 
poration is  able  to  effect  a  settlement,  the  mortgage  trus- 
tee or  the  receiver  must  attend  to  its  management.  Even 
after  the  properties  are  closed  out  by  judicial  sale,  there 
is  the  same  imperative  demand  for  uninterrupted  service. 
A  thorough  overhauling  of  financial  organization  and  re- 
lationships is  usually  necessary  to  restore  an  insolvent  rail- 
road to  a  condition  of  stability. 

Special  Reasons  for  Re-adjustment  without  Foreclos- 
ure.— Reorganization  may  be  effected  without  resort  to  fore- 
closure ;  in  which  case  the  existence  of  the  old  corporation 
continues  unaltered,  the  only  change  being  the  retire- 
ment of  old  bonds  and  usually  of  the  old  shares,  and  the 
issue  of  new  bonds  and  shares  in  their  place.  Leaving  out 
of  consideration  those  railroads  which  have  been  in  the 
hands  of  temporary  receivers,  certain  cases  may  be  cited 
in  which  for  special  reasons  railroad  property  in  default 
has  not  been  foreclosed  but  restored  by  the  receiver  to  the 
former  management.  The  Philadelphia  and  Reading  was 
thus  surrendered  by  the  receivers  in  1884,  and  again  in 
1887,  because  it  was  then  thought  that  without  the  original 
charter  there  could  be  no  way  under  the  Pennsylvania 
constitution  of  1874-  to  continue  the  relationship  with  the 
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I'lnla.l.  Ipiii.i  and  Reading  Coal  and  Iron  company.1    The 
Int.  rnati n;il  ami  <ireat  Northern  in  1892,*  and  the  Port 
•li  and  Denver  City  in  1895,  were  restored  to  the  orig- 
inal proprietors,  beeaoae  under  their  charter*  they  were 
iniiiiuM'-  iV  .-:i   inu.-h  of  the  Texas  restrictive  legislation.1 
The  affairs  of  the  Wiaconain  Central  were  readjusted  with- 
oreclosure  in  1879,  because  the  tax  exemption  upon  its 
land  grant  could  not  be  transferred  to  another  company.4 
In  the  absence  of  some  such  cause,  it  is  possible  to  bring 
the  conflicting  interests  to  an  agreement  only  when  the 
securities  are  closely  held,  as  in  the  case  of  the  Wisconsin 
•i  1878,*  and  the  Chesapeake  and  Ohio  in  1886.* 
t  he  Mis*.  lisas,  and  Texaa  was  restored  to  the  old 

management  a  ft. -r  tin*  receivership  of  1888-91,  because  of 
the  general  l><  li*  f  that  the  embarrassment  had  been  due  to 
the  trickery  of  Jay  Qould,  who  had  operated  the  road  for 
the  benefit  of  the  Missouri  Pacific.7  And  the  Texaa  and 
Pacific,  which  had  been  snl.i  un-i.-r  foreclosure  in  1887,  was 
reorganized  by  agreement  of  all  parties  in  interest  in  1888, 
when  that  sale  was  unexpectedly  set  aside  by  a  higher 
court* 

While  the  term  "reorganization"  has  been  loosely  ap- 
i •!!•••!  to  all  measures  employed  t<>  readjust  corporate 
finances,  it  is  eu.s  those 

proceedings  by  which  the  affairs  of  a  corporation  are  closed 
out  through  judicial  sale  and  taken  over  by  a  new  corpora- 
A  general  agreement  of  the  parties  in  interest,  ac- 
cording to  this  view,  must  result  not  in  a  reorganization.  )>ut 

i  Commercial  and  financial  Chronicle,  XXXIX,  494;  Poor'*  Man- 
ual, 1887:  281. 

•  Caromr/'.  uv.  366. 
«/&i./.   \.\\\.  40. 

nual  report,  1870. 

•  Gary,  "Organ,  and  HUt.  of  the  Chicago,  Milwaukee,  and  8t 
Paul,"  244. 

roftfcfcjLXLVII.  81,  410. 

XLV,  643;  XLVI,  539;  .3*. 
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in  a  recapitali/.ation  or  a  compromise  settlcim-nt  «>r 
ratc  indebtedness. 

The  Principle  Underlying  a  Mortgage. — English  mil  road 
mortgages  constitute  lims  not  upon  tin-  l><><ly  of  the  corpo- 
rate estate  but  upon  the  f ranch  is.-  for  mll.-«-tinj»  tolls,  which 
is  in  effect  a  pledge  of  earnings.  Thus  a  distinction  is  rec- 
ognized between  railroads  and  corpo rations  of  a  pun-ly 
private  sort.  In  this  country  railroad  property  has  been 
mortgaged  upon  the  theory  that  in  case  of  default,  the  cred- 
itor may  foreclose,  and  satisfy  his  claim  out  of  the  pro- 
ceeds of  the  sale.  While  this  was  carried  out  in  num.  KM  is 
instances  in  the  early  period,  and  the  share  capital  and  gen- 
eral debts  were  wiped  out,  it  was  not  long  before  it  was  seen 
that  a  literal  enforcement  of  the  terms  of  the  mortgage 
worked  injustice  to  subordinate  interests.  Shareholders 
soon  learned  that  they  might  resort  to  technical  legal  meas- 
ures to  embarrass  the  progress  of  foreclosure  proceedings, 
and  so  force  a  compromise  by  which  they  might  be  allowed 
to  continue  as  parties  in  interest  by  submitting  to  an  equ it- 
able  sacrifice.  A  reorganization  including  all  the  conflict- 
ing parties  has  therefore  come  to  be  recognized  as  the  only 
way  to  bring  about  foreclosure  within  a  reasonable  period, 
and  restore  the  affairs  of  a  defaulting  corporation  to  a 
proper  working  basis.  In  consequence,  " strict"  foreclos- 
ure, involving  the  extinction  of  share  capital  and  junior 
liens,  is  no  longer  exercised  save  in  exceptional  cases;  and 
foreclosure  proceedings  in  advance  of  the  adoption  of  a 
plan  of  reorganization  are  usually  instituted  only  for  the 
purpose  of  bringing  some  recalcitrant  party  within  the 
terms  of  the  agreement. 

Administrative  Purpose  of  Reorganization. — A  financial 
reorganization  of  a  railroad  company  is  a  non- judicial 
means  whereby  a  "  settlement "  is  effected,  usually,  how- 
ever, after  action  has  been  begun  in  court  for  the  settlement 
of  such  claims,  in  lieu  of  payment  of  the  claims  of  all  parties 
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in  interest  against  the  insolvent  debtor.    The  administrative 
-••  reorganize  iere  the  court  and  iu 

receiver  of  responsibility  f..r  the  management  of  the  prop- 
:«g  it  in  the  hands  of  proprietors  who  are  com- 
petent to  conduct  the  affairs  of  the  corporation  in  such  man- 
ner as  the  pul>li*   interest  ma  re,  and  who  are  able 

••et  the  obligation*  of  the  corporation  to  its  creditors. 
In  most  cases  the  settlement  by  sale  of  conflicting  credit 

is  against  a  railroad  company  is  manifestly  impos- 
M!>I<>.    The  corp<  tself  seeks  relief;  and  the  several 

parties  in  interest  tind  it  ;<•  tin -ir  advantage  to  reach  some 
form  of  agreement  for  the  readjustment  of  rights  which 
will  receive  approval  i>\  tit*-  eoui 

•im-iu/  I'uriHtse  of  Keorganitation. — The  object  wlii«-h 
is  sought  through  reorganization  is  to  remove  the  sources 
of  financial  diiVn-uli\ •.  and  thus  to  relieve  all  parties  in  in- 
terest of  the  results  of  default  This  may  involve  payment 

10  floating  debt  and  r.- funding  of  back  claims  for  in- 
terest and  f«  purposes,  reduction  of  fixed  charges, 
and  provision  for  working  capital  and  betterments.  The 
payment  of  the  floating  debt  and  the  refunding  of  inter- 
est is  of  first  importance,  since  non-payment  of  these  is 
usually  the  immediate  cause  of  insolvency.  Otherwise  they 
most  continue  to  be  a  menace  to  the  successful  manage- 
ment of  the  corporation  until  they  have  been  paid  or  fi- 
nanced in  such  manner  that  they  may  be  gradually  reduced 
during  a  d«  limi.  t«  i  in  d  y.-are.  The  physical  condition  of 
the  property  next  demands  attention;  since  without  road- 
bed, track,  bridges,  and  equipment  in  proper  condition,  the 
company  would  be  unable  to  handle  traffic  safely  and  eco- 
nomically, the  public  interest  could  not  be  served,  and  the 
rights  of  investors  would  be  unprotected.  Fixed  charges 
must  be  reduced,  as  inability  to  meet  them  and  at  the 
same  time  provide  adequat  u  and 
tenance  is  the  chief  cause  of  the  floating  debt 
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Reorganization  Committees. — Immediately  alt.  i  the  ap- 
pointment of  a  receivn,  it  is  thr  practice  t<>  i'«»nn  com- 
mittees to  represent  the  different  classes  of  security  hold 
era  and  to  protect  their  intcrest.s  in  tin-  reorganization. 
Usually  .surh  rommit tees  are  self-coiistit  ut' <1.  .\  iv\v  large 
individual  holders  will  usually  appoint  themselves,  and 
seek  the  support  of  other  holders  of  the  same  issue.  As- 
b<  nt  ing  securities  are  placed  on  deposit  in  a  trust  com- 
pany, and  when  the  majority  of  an  issue  assents  and  pays 
the  small  assessment  necessary  to  defray  expenses,  the  com- 
mittee becomes  representative.  Sometimes  more  than  one 
committee  is  formed  to  represent  a  single  issue.  In  some 
cases,  also,  committees  are  appointed  to  represent  foreign  in- 
terests. When  committees  of  shareholders  are  formed,  it 
is  usually  because  a  plan  of  reorganization  has  been  pro- 
posed which  is  manifestly  unfair.  The  Texas  and  Pa- 
cific shareholders  in  1886  united  in  opposition  to  a  plan 
calling  for  an  assessment  to  the  amount  of  two-thirds  of 
their  holdings,  and  succeeded  in  reducing  it  to  five  per 
cent.9 

The  reorganization  plan  which  is  ultimately  agreed  upon 
is  usually  the  result  of  compromise.  Whether  originally 
proposed  by  the  representatives  of  the  former  management 
or  by  a  committee  of  bondholders,  many  adjustments  are 
required  to  remove  the  opposition  of  the  other  parties  in 
interest.  Some  of  the  committees  representing  special  in- 
terests may  have  little  foundation  upon  which  to  base  their 
claims,  but  all  have  power  to  annoy  and  delay  those  who 
are  most  concerned  in  bringing  affairs  to  an  equitable  work- 
ing basis.  Plans  which  are  put  forth  by  the  former  man- 
agement rarely  become  effective,  for  bondholders  are  likely 
to  suspect  that  the  proposed  remedy  is  inadequate,  and 
even  that  it  may  be  designed  to  divert  attention  from  the 
real  cause  of  the  difficulty.  The  directors  of  the  Atchison, 

•  Ibid.,  XLII,  632. 
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however,  proposed  an  acceptable  plan  of  reorganisation 

in    1KHSJ." 

Bankers  at  DisinteruUd  Parti**.— When  conflicting 
tereats  are  unable  to  come  together  upon  any  practicable 
basis,  there  muat  be  reaort  to  a  diaintereated  party     With 
'oorganizatii  >rge  of  a  banking  huuae,  there  is 

leaa  suspicion  on  the  part  of  the  repreaentativei  of  special 
nere    is   alao   more  opportin.  i  arn    the 

actual  state  of  affaire.  After  three  plans  for  the  reorgani- 
zation of  the  New  York,  West  Shore,  and  Buffalo,  had  bean 
aban  the  affaire  were  placed  in  charge  of  J.  P. 

Morgan  and  company,  who  formulated  a  plan  upon  which 
agreement  was  possible.11  In  the  same  way  this  boose 
took  charge  <  organization  of  the  Philadelphia  and 

Beading  in  1895  after  two  plans  proposed  by  the  reorgan- 
isation committee  had  failed.1' 

Deposit  of  Securities. — In  assenting  to  a  plan  of  re- 
organization, the  various  committees  and   individual  in- 
terests bring  their  securities  together  in  a  single  depositary, 
iirrender  them  to  the  reorganization  committee  which 
haa  the  i  rehabilitation  in  charge.    When  it  has  re- 

1  the  assent  of  a  majority  of  the  securities  concerned, 
•mmittce  will  usually  set  a  time  limit  within  which 
further  deposits  will  be  received    Often  a  small  penalty 
is  impos-  D   all   securities  deposited  after  a  given 

When  in  1888  the  reorganization  committee  of  the 
Chesapeake  and  Ohio  had  received  deposits  of  seven-eighths 
of  the  securities  of  the  company,  it  imposed  a  penalty  of 
upon  all  classes  of  bonds  and  one-half  of  one 
per  cnit.   upon   the  shares  which  remained  outstanding; 
six  per  cent  -.-.-unties  had  been 

deposited,  a  tune  limit  was  set1' 

Bights  of  Dissentient   Interests. — Notwithstanding  the 

10 /«,,./.   Mix.  .-,04. 

ii/6iJ..  XI. I.  100,  848.  »/6«d.,  XLV,  448;  XLY1I,  81. 
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opposition  of  a  dissent ient  minority,  tin-  courts  arc  usually 
disposed  to  favor  reorganization  plans  when  they  arc  fair, 
ami  when  tin-  majority  in  interest  approves  them.  This 
applies  to  bondholders  as  well  as  shareholders;  for  al- 
though bondholders  are  not  necessarily  bound  by  the  will 
of  a  majority,  the  courts  recognize  that  railroad  bonds 
are  a  peculiar  class  of  securities,  and  that  the  relation 
ship  among  bondholders  is  analogous  to  that  existing  among 
the  shareholders.  In  the  words  of  the  United  States  su- 
preme court:  "To  allow  a  small  minority  of  bondholders, 
representing  a  comparatively  insignificant  amount  of  the 
mortgage  debt,  in  the  absence  of  any  pretense  of  fraud  or 
unfairness,  to  defeat  the  wishes  of  such  an  overwhelming 
majority  of  those  associated  with  them  in  the  benefits  of 
their  common  security,  would  be  to  ignore  entirely  the 
relation  which  bondholders,  secured  by  a  railroad  mort- 
gage, bear  to  each  other. '  ' 14  Shareholders  who  do  not  sub- 
scribe to  the  terms  of  the  agreement  are  removed  from 
further  participation  in  the  affairs  of  the  insolvent  prop- 
erty, though  they  may  escape  absolute  loss  by  selling  out  to 
those  who  are  willing  to  comply  with  the  conditions  pre- 
scribed by  the  reorganization  committee.  Non-assenting 
bondholders  have  only  the  right  to  share  in  the  cash  pro- 
ceeds of  the  foreclosure  sale.  Thus  in  the  decree  of  sale 
of  the  property  of  the  Houston  and  Texas  Central  in  1888, 
the  court  ordered  that  the  $2,000,000  of  first  mortgage 
bonds  (constituting  one-fourth  of  the  total  issue)  remain- 
ing out  of  the  reorganization  agreement  should  be  paid  off 
in  cash.15  In  most  cases  bondholders  gain  from  partici- 
pating in  the  reorganization.  The  unassented  bonds  of 
the  Union  Pacific  were  paid  off  principal  and  interest  in 
1898,  each  receiving  103,  while  at  the  same  time  the  as- 
sented bonds  were  quoted  at  116.16 

"  Shaw  v.  Railroad  Company,  100  U.  8.,  605. 
i» Chronicle,  XLVI,  573.  "Ibid.,  LXVT,  84. 
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Advantage  of  Bondholder*  at  Foreclosure  8aU.— The 
plan  of  reorganization  ia  usually  agreed  upon  in  advance 
of  wile,  ainl  th«-  .iMirts  will  </  iy  entering  *  de- 

cree nun  1*4  arranged.    It  ia  ciwtoinary,  alao,  for 

the  <•  dl..\\  tiu-  pun-hailing  bondholders  t<>  turn  over 

th.-ir  IM.M.U  ni  |M\iii.-iit.  usii.i  mety-ftve 

per  cent  of  tin-  Undlx.ld.-rs.  therefore,  have 

the  advantage  in  l»iddinur.  t  ontesting  party  moat 

ule  cash.    Even  t  antage  in  not  always  sufficient 

mure   control.     Interests    representing   the    Atlantic 
tie  bought  the  Cape  Fear  and  Yadkin  at  a  fore- 
closure sale  in  1898,  in  opposition  to  the  reorganization 
committee,  which  was  acting  in  the  interest  of  the  Sea- 
board Air  Line." 

new  corporation  which  is  created  according  to  the 
terms  of  the  reorganization  agreement  is  free  from  the 
<  laims  against  the  old  company  on  account  both  of  con- 
tracts and  of  debts,  except  those  which  were  superior  in 
lien  to  the  bonds  und<  r  which  the  foreclosure  sale  was  ef- 
fected. The  purchasers  of  a  railroad  foreclosed  under 
a  second  mortgage  must  therefore  assume  the  entire  amount 
of  the  first  mortgage  bonds.  They  are  also  bound  by  the 
terms  under  which  the  right  of  way  was  originally  granted, 
and  by  such  additional  obligations  as  they  agree  to  assume. 
On  the  other  hand,  special  privileges  such  as  exemption 
from  taxation,  which  were  not  essential  to  the  purposes 
«'f  the  old  company,  are  extinguished  by  foreclosure.  The 
formation  of  a  new  corporation  after  foreclosure  does  not 
of  itself  work  the  dissolution  of  the  old  company,  though  in 
most  cases  its  affairs  are  immediately  wound  up.  The  old 
hern  Pa  Iroad  company,  whose  property  waa 

sold  under  foreclosure  in  1896,  is  still  in  existence,  and  an- 
nual meetings  are  regularly  h,  Id.  notwithstanding  the  fact 
that  the  rights  of  the  shareholders  were  wiped  out 
IT  Ibid.,  LXVII,  1855. 
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Sacrifices  of  Shareholders. — It  is  through  the  exchange 
of  securities  of  the  new  corporation  for  the  old  issues  that 
the  purposes  of  reorganization  are  effected.  The  im»i 
pressing  object  to  be  attained  is  the  payment  of  the  float- 
ing debt,  which  generally  consists  largely  of  short  term 
loans  secured  by  collateral.  Surrender  of  the  securities 
constituting  this  collateral  would  involve  such  a  sac ri lire 
that  it  is  not  usually  to  be  thought  of.  This  was  done, 
however,  by  the  Missouri,  Kansas,  and  Texas  in  1876.18 
The  reorganization  committee  must  therefore  provide  the 
necessary  capital  out  of  the  contributions  of  the  sharehold- 
ers and  the  proceeds  of  the  new  bonds.  To  do  this  it  is 
neeessary  to  determine  how  the  loss  shall  he  apportioned 
among  the  various  parties  in  interest,  and  this  is  a  task  re- 
quiring the  highest  judgment  and  the  fullest  knowledge, 
both  of  the  affairs  of  the  particular  corporation  and  of 
the  world  of  finance.  For  the  information  of  the  Atchison 
reorganization  committee  a  thorough  physical  examination 
was  made,  and  the  books  of  account  for  four  years  pre- 
ceding the  default  were  subjected  to  detailed  scrutiny.19 
And  the  committee  charged  with  the  preparation  of  a 
plan  for  the  reorganization  of  the  Colorado  Midland  in 
1895,  deferred  action  until  the  property,  which  had  been 
leased  to  the  Atchison,  could  have  time  to  demonstrate  its 
independent  earning  capacity.20 

Assessments. — The  shareholders  of  an  insolvent  railroad 
are  almost  always  justified  in  the  belief  that  whatever  the 
present  value  of  their  shares,  the  future  will  bring  some  re- 
turn ;  therefore  they  are  usually  willing  to  submit  to  some 
sacrifice,  provided  they  may  thereby  obtain  an  interest  in 
the  new  corporation.  This  facilitates  the  work  of  the  re- 
organization committee,  for  it  provides  a  means  by  which 
money  may  be  raised  to  redeem  the  collateral  behind  the 

"Ibid.,  XXII,  447.  so/bid.,  LXI,  657. 

19 Ibid..  I  IX    H76,  1006. 
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Irl.t  and  to  i  the  rum-tit  needs  of  the 

property      M«*t   reorganization   plans,  therefore,   provide 

holder*  may  participate  l.y  purchasing  a  certain 

prop-  amount  <>f  si,  n  the  new  com- 

The    New    Y«»rk    ami  ^'land    plan   of  1894 

all. .\\.-d    preferred   ahan  i-»    l-uy    new    preferred 

aharea  to  the  amount   ..f  t  re  per  cent  of  their 

old  holding*  and  to  exchange  th.  ir  old  aharea  for  new. 
Thia    was    in    cfTeet    an    liaiiaiiiii  n(    of   twenty-five 
lara  a  ah  \\hieh  new  aharea  were  r.-tum.  .1  •      I  tut 

whatever  tin-  need  f<  tin-  mniiuittee 

reatri  uaiuU  upon  the  shareholdere  to  such 


aa  tht-y  \\ill  I..-  willing  to  pay,  for  to  levy  an  exceanve  aa- 
•eann<  tit  \\..u!.|  n-Milt  in  a  L'«-n.-ral  Mirr<-rul.-r  <>f  the  aharea 
an. I  HO  defeat  the  purpoae  of  the  committee.    Cloae  att.  n 
ti-'ii  must  be  given  t«»  the  opinions  of  each  claaa  of  security 
hnl.l.  i-s.  and  arraipjrinriits  in.  that  plan 

is  beat  whirh  <MII  be  nu\>  The  proper  amount 

<>f  the  aaaenment  b»  v  a  mat  It 

usually  ranges  from  five  dollars  to  t  unity  dollars  a  share. 

jiiircd,  as  in  the  case 

of  t!  and  Texas  (Yntral  in  1887,  when  an  as- 

sessment of  $71.40  was  Ifvi.-d.  it  has  been  because  the  nom- 
inal capital  \\as  unusually  small,  or  because  of  some  other 
sufficient  reason.1*    AM. I.    from  tin-  willingness  of  share- 
hold,  ilmiit  to  an  assessment,  tin-  prarti<-<>  is  justi- 
:-y   tin-  fart   that   during  tin*  period  within  which  the 
st  upon  the  bonds  is  in  d> -fault,  money  to  which  the 
ilioldere  have  superior  claim  is  div.  rt.-d  to  the  improve- 
of  the  properly      \V!    n.  therefore,  shareholders  are 
assesaed  ;.  ;>eriod  of  receiv.r.ship,  the  process  is  only 
a  restoration  of  mot  those  who  were  primarily  re- 
apons                            .ult. 

New  Securities  to  Represent  Aueumtnt.— Usually,  but 
.     ./     I  \  Ml.  :«;:!.  I.I.  84,  4M. 
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not    invariably,    shaivx    an-    irivm    in    ivpivsent    an    as- 
sessment, so  that  with  a  return  of  prosperity  the  amount 
may  be  made  good  out  of  earnings.     The  Norfolk  and 
Western  shares  were   assessed   $12.50   in   1896   on   both 
issues.    In  return  the  preferred  shareholders  received  new 
preferred  shares,  and  the  amount  of  the  assessment  in 
new  common  shares.    The  common  shareholders,  however, 
received  nothing  for  their  assessment  except  the  right  to 
convert  their  old  shares  into  seventy-five  per  cent,  of  par 
in  new  common  shares.28    Bonds  have  also  been  issued  in 
return  for  assessments  on  the  shareholders.     In  188.r>  the 
shareholders  of  the  Texas  and  Pacific  were  assessed  ten 
dollars  a  share,  and  the  amount  of  the  assessment  was 
represented  by  second  mortgage  bonds.24     The  shares  of 
the  New  York,  West  Shore,  and  Buffalo  the  same  year 
were  exchanged  at  the  rate  of  two  of  the  old  for  one  of 
the  new  shares,  and  the  new  shares  were  subjected  to  an 
assessment  of  five  dollars  each.     In  return  for  the  assess- 
ment certificates  were  issued  redeemable  in  first  mortgage 
bonds   at    par.-'-  units  are  not  always  exacted  as 

the  price  of  permitting  shareholders  to  continue  as  parties 
in  interest,  for  there  may  be  good  prospect  that  current 
earnings,  with  the  natural  increase  certain  to  follow  a  res- 
toration of  the  property  as  a  going  concern,  will  prove 
sutlieient  for  all  immediate  needs.  The  old  preferred 
shares  of  the  Detroit,  Lansing,  and  Northern  were  ex- 
changed under  the  plan  of  1896  for  an  equal  number  of 
new  common  shares  and  not  assessed.26 

Partial  Loss  of  Proprietorship. — But  a  sacrifice  may  be 
imposed  in  the  form  of  a  loss  of  proprietorship,  as  in  the 
case  of  the  Chicago,  St.  Paul,  and  Fond  du  Lac,  which 
was  reorganized  in  1859  as  the  Chicago  and  North  West- 
ern upon  a  plan  by  which  new  shares  were  exchanged  for 

.,  LXII,  641.  2R/6tU,  XL,  626. 

.,  XLIII,  163,  218.  26/fr,U,  LXII,  319. 
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cents  on  the  dollar."  Conversion  may  be  re» 

4  upon  terms  which 

.  iih.-r  greatly  reduce  the  poaaible  return  or  make  th.- 
chan  -turn  exceedingly  remote.  The  Chicago, 

Duhuqne,  and  Minnesota  ahm  m  1876  surrendered 

all  rl.iim  !••  |  r  a  small  number 

1*1*  n.-w  mortgage  bonds,  win  tnlmtrd  proper- 

Chicago  and  Atlanti.-  shares  were  ex- 
changed in  1890  me  bonds  at  the  rat.  y  per 
'  a i i.l  i union  shares  of  the  Central  Railroad  and 
ing  company  of  Georgia  were  in  1895  converted  into 
thu.i  preference  income  bonds  at  par.*0 

Assessment  of  Junior  Bondholders. — Because  the 
amount  of  the  assessment  which  may  be  placed  upon  share- 
holders is  measured  by  th. -ir  willingness  to  pay,  it  has 
sometimes  been  necessary  for  reorganization  committees  to 
assess  th«  bondholders.  The  practice  has  been  fol- 

lowed, however,  only  wh.-n  th.  re  has  seemed  no  alterna- 
ln  th<>  reorganization  of  the  Fort  Wayne,  Muncie, 
and  ('inhuman  in  1>M.  the  second  mortgage  bonds  were 
assessed  thirty  per  cent,  and  converted  into  new  shares  at 
par.'1  New  securities  have  usually  been  given  in  such 
eases  to  represent  the  assessment  When  in  1890  the  sec- 
ond mortgage  bondholders  of  the  Cincinnati,  Washington, 
and  Baltimore  were  subjected  to  a  call  of  five  per  cent, 
they  received  t  w  ice  the  amount  of  the  assessment  in  second 
income  bonds.*1 

Conversion  of  Bonds  into  Shares. — Not  infrequently  the 
two  methods  have  been  combined;  the  bonds  being  con- 
verted, and  the  amount  of  the  assessment  being  returned  in 
some  in  shares.  The  East  Tennessee,  Vir- 

ginia, and  Georgia  income  bonds  were  assessed  in  1886 

tr  Annual  report.  1865.  »°/W</.,  LX.  1008. 

«»<  \\lll    23g.  »i /*,•,/.  XXXII,  577. 
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and  converted  into  sei-ond  piviVrred  shares  at  par.  while 
the  aaeessment  was  represented  iiy  first  preferred  sh.-. 
The  Atchison  second  mortgage  bondholders  in  ls!ir>  paid 
an  assessment  of  fmir  P«T  cent^  which  was  returned  in  the 
form  of  preferred  .shares,  and  the  Ixmds  thcmsch  •  -s  were 
converted  into  preferred  shares.84 

The  Margin  of  Safety. — It  is  customary  in  rmr^ani/a- 
tion  proceedings  to  take  thr  earnings  I'm-  a  prri.,d  ..f  years 
immediately  preceding  the  default,  and  to  formulate  a 
plan  whieh  will  allow  a  margin  over  fixed  charges  sum*- 
eient  to  insure  stability.  It  is  then  necessary  to  determine 
the  apportionment  of  these  claims  upon  corporate  income 
among  the  secured  creditors  and  leaseholders.  Our  Amer- 
ican system  of  financing  construction  out  of  the  proceeds 
of  bonds  has  encumbered  railroad  property  with  a  con- 
fusion of  liens.  The  result  has  been  that  immediately 
above  the  original  first  mortgage,  there  have  accumulated 
separate  strata  of  junior  liens,  each  constituting  a  con- 
tractual liability.  A  large  proportion  of  these  junior 
securities  were  originally  issued  to  contractors  in  payment 
for  construction  at  extravagant  prices,  and  they  were  al- 
most invariably  placed  upon  the  market  at  heavy  discount. 
Such  bonds  as  these,  it  is  the  duty  of  the  reorganization 
committee  to  examine  closely  to  determine  to  what  extent 
they  have  contributed  to  the  earning  capacity  of  the  prop- 
erty. In  doing  this  the  committee  will  not  be  disposed  to 
attach  much  weight  to  the  terms  of  the  mortgages.  Such 
instruments  at  best  give  only  nominal  security,  for  it  is 
practically  impossible  for  their  holders  to  enforce  a  fore- 
closure sale,  as  that  would  necessitate  raising  cash  to  re- 
tire the  superior  liens  and  to  pay  the  heavy  expenses  of 
the  sale.  Moreover,  experience  has  demonstrated  that 
when  interest  charges  have  not  been  earned,  the  property 

as/6,',/.,  XUI.  186. 
/.,  LX, 
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l  ustiall  for  enough  to  pay 

off    the    bond*.    "Railway     mortgages,"    according    to 
Greene,  "are  not  sacred  became  of  the  strong  legal 

in  whi.-h  they  are  drawn,  but  are  depen 

in  tin    business  of  transports  •  in  this  respect 

i  real  estate  mortgages,  which  n  I  y  m--r.-  upon  the  pros- 

/  nf  tin*  whole  comnmnr  Our  practice  of 

\ci-ship  is  thus  a  own  «-ir- 

s    iixl  a   v,,rt   Of  compromise  between  the  too- 
*  language  of  our  mortgages  and  the  a  tual  condr 
<>f  th.-  business  of  transportation."" 

R€<:  I  :  'iids.  —  Itondholdi  -rs  may  be  asked 

to  sacrifice  by  submitting  to  a  reduction  of  th.  -ir  li.-n,  of 
tli.-ir  principal.  ..r  ,,f  tli.-ir   int.-r.-st.      I-ivt-n  the  first   i 

i    be  exempt  from  «li>turbance. 

New  York.  NV.-.NI  Sh.,iv.  .-m.i   KutTalo  tirst  mortgage  bonds 
pave  in  :  -it..  aseoDd  m-Ttgage  bonds  to  aJ- 

.1  n.-w  first  li.-n  of  $20,000,000  to  be  created.*4 
Mortgage  Ronds  Kcpla<  me  Bonds.  —  A  iv 

ti.-n  <>f  priii,  -ij.al  may  be  eftY<  -  xehan^ing  old  bonds 

is  of  equal  rank  and  part  in  a  security 

ulii.-h    lias  only   a   continent   claim   upon    rarnings.     The 

)i<  '1*1  nessee,  \  .  and  Georgia  consol- 

idated bonds  in  1886  were  asked  to  receive  in  exchange 

in  ii.-w  consolidated  bonds  and  fifty  per  cent. 

in    tir>t  1    shares.17     It  was  ie  custom  to 

<•  bonds  to  exchange  for  regular  mortgage  se- 

curities.    Tlu'sr  \vi»n»  favonsl  because  on  account  of  th.-ir 

name    they    would    command    a    hk'li-  than   shares 

upon  the  ma'  ;  .so  i-nahl.-  th.-ir  holders  to  div.-rt  tin* 

losses,  and  also  because  their  in- 
terest •  hums  r.Mil.l  l>e  enforced  only  when  earned.     Hut 


"Greene,  MCommorcial   Hanin  for  Railway   Rrwivemhip^ 
XXXIII 
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it  soon  became  evident  that  this  new  form  of  security. 
\\hich  professed  to  have  the  stability  of  a  bond  coml.im  •<! 
\sith  the  elasticity  of  a  share,  was  a  source  of  disappoint- 
ment to  the  investor  and  of  embarrassment  to  the  manage- 
ment of  the  corporation.  Instead  of  being  a  secured 
creditor,  the  holder  of  an  income  bond  is  merely  a  residual 
claimant  to  net  earnings;  and  while  he  is  entitled  to  in- 
terest in  advance  of  the  shareholders,  he  does  not  share  in 
their  power  of  control  over  the  affairs  of  the  corporation. 
4  'The  security  of  the  income  bondholder/*  according  to 
Doctor  Edward  S.  Meade,  "is  the  willingness  of  a  board 
of  directors  which  he  has  had  no  share  in  chunsing,  to  pay 
over  to  him  sums  of  money  which  they  have  a  perfect  right 
to  expend  on  the  improvement  of  the  property,  a  task 
which  is  never  completed."88 

By  I'n  ft  rrcd  Shares.  —  From  the  standpoint  of  the  cor- 
poration, the  income  bond  is  equally  unsatisfactory;  for 
it  interferes  with  further  borrowing  except  by  means  of 
bonds  secured  by  special  liens  on  separate  properties. 
The  Atchison  in  1889  placed  an  issue  of  income  bonds  im- 
mediately after  its  general  mortgage,  and  so  made  it  im- 
possible to  raise  additional  capital  by  the  issue  of  more 
bonds.89  For  a  corporation  thus  to  impose  needless  re- 
strictions upon  its  future  policy  is  to  give  evidence  of 
inefficiency  in  its  management.  Most  reorganization  plans, 
therefore,  now  provide  that  preferred  shares  shall  be  ex- 
changed for  discredited  mortgage  bonds.  Such  shares  are 
entitled  to  dividends  at  a  fixed  rate,  but  only  to  the  extent 
that  they  are  earned.  They  possess  every  virtue  of  the 
income  bond,  and  they  give  in  addition  a  voice  in  the  man- 
agement. Most  of  the  preferred  shares  on  the  market  to- 
day were  first  issued  in  reorganizations. 

Reduction  of  Rate  of  Interest.  —  Reduction  of  the  rate  of 


•n.-nrj/ani/atinn   of   Railroads."   AMKT.   Acad.  of  P<»1.   and 
Soc.  Sci.,  Annals,  XVII,  235.  "  Chronicle,  LX,  685. 
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'  <>n  I mndi  hat  been  a  common  method  of  rutting 

down   fixed  charges.    Each  of  three  aeparate  issues  of 

s  of  the  MiiMouri,  Kansas,  and  Texaa  was  scaled  one 

nt   in  1889,40  and  the  rate  of  the  firat  mortgage  bonds 

.•f  i  ho  Colorado  Midland  wa«  reduced  from  «x  to  four  per 

in  1897.41     Sometimea  a  larger  principal  bearing  a 

lower  rate  ia  aubatituted  for  the  old  iwue.    The  Northern 

•ic  plan  of  189G  1  that  each  six  per  cent,  firvt 

itage  bond   should   I.,-  .  .    into   M  ;.'."   in  new 

bonda  bearing  four  \  but  having  equal  rank.0    In 

r  eaaea  tin    •  rest  claims  may  be  tern- 

in    1876  iaaued  new 

bonda  to  bear  two  per  cent  for  two  years,  three  per  cent 
years,  four  ;  per  cent  each  for  a 

single  year,  and  thereafter  tin-  original  rate  of  six  per 
cent41    A  plan  similar  in  some  respects  was  adopted  by 
International  and  Great  Northern  in  1892.    Here  the 
bonds  were  scaled  from  six  to  four  and  a  half  per  cent  for 
years,  and  raised  at  th«-  « xpiration  of 

period;  but  it  was  agreed  that  in  the  event  of  a  de- 
fault lasting  nin.-ty  days  tli<»  original  rate  should  be  auto- 
matically restmvd.*1  Tin-  AtrliisnM  in  1895  combined  this 
ith  an  issue  of  income  bonds  by  exchanging  for 
the  old  general  mortgage  bonds,  seventy-five  per  ••.•nt.  in 
new  bonds  of  equal  rate  and  lien  ami  1  cent  in 

adjustment  bonds,  which  w«  me  bonds  through  a 

period  of  five  years  and  thereafter  a  fixed  obligation.  By 
this  means,  as  the  condition  of  the  company  improved,  the 
bonds  were  restored  to  their  former  basis.4* 

Underlying  Bond*  not  Disturbed. — However  great  the 
need  of  reducing  fixed  charges,  those  bonds  upon  which  the 
interest  has  been  unquestionably  earned  are  not  disturbed 

40  /?„-,/..   XI. l\.  4i/  •  in.  85. 

«»/'  J26. 

'  Ml.  528,  661.  <*li  »185. 
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in  the  reorgani/ation.  Tin*  underlying  divisional 
are  almost  never  touched.  Of  late  years  ilrsi  mortgage 
bonds  have  generally  been  found  amply  secured,  ami  it  is 
the  consolidated  bonds  and  other  inlVrinr  issues  which  hare 
been  most  affected.  N»ne  of  the  divisional  bonds  of  tin- 
Norfolk  and  Western  wen-  disturbed  in  the  reorgani/at  i<.n 
of  1896,49  and  the  securities  which  thus  escaped  consti- 
tuted a  fifth  of  the  total  capital.  In  the  St.  Louis  and 
San  Francisco  reorganization  of  1896,  only  two-thirds  of 
the  securities  \\,p  disturbed.47 

Status  of  the  Reorganized  Corporation. — The  reorgani- 
zation committee  may  formulate  its  plan  without  regard 
to  the  rights  of  other  companies  in  the  matter  of  contracts. 
Such  contracts  whether  in  the  nature  of  guarantees,  leases, 
or  traffic  agreements,  apply  only  to  the  old  corporation, 
and  cannot  survive  a  foreclosure  sale.  It  is  therefore  the 
privilege  of  the  committee  to  enter  into  agreements  which 
will  be  less  burdensome  to  the  new  corporation,  or  to  re- 
new those  which  have  been  found  satisfactory.  In  the 
matter  of  leases  the  inability  of  the  owners  of  branch  lines 
to  make  arrangements  with  other  railroads  usually  gives 
the  reorganization  committee  the  advantage  in  determining 
rentals.  Reorganization  may  therefore  result  in  dropping 
off  unproductive  subsidiary  lines.  The  Atchismi  in  1895 
surrendered  control  of  the  Colorado  Midland  and  of  the 
St.  Louis  and  San  Francisco.  The  more  usual  effect  of 
reorganizations,  however,  is  to  increase  the  mileage. 
This  is  brought  about  by  a  consolidation  of  the  securities 
of  the  parent  company  with  those  of  subsidiary  lines. 
The  mileage  of  the  Northern  Pacific  increased  from  3429 
to  4374  in  the  reorganization  of  1896;  that  of  the  Denver 
and  Rio  Grande  increased  from  1317  to  1686  in  1886.  A 
notable  increase  was  made  by  the  Erie,  which  in  the  re- 
organization of  the  old  New  York,  Lake  Erie,  and  West- 

««/W<f.,  LXII,  641.  47  Poor's  Manual,  1900:  xcii. 
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•I  IS95  took  over  tin-  Chicago  an  .n«l  tin-  New 

•ni^h. ,!.!.  =  .  .,n.i  Q  share  ownership,  and 

milratfr  from  '>\l  |,,   UO5. 
future  of  \*w  Corporation. — While  the 
receivers  roads  usually  make  generous  out  la 

hrinir   tli.-    pn.p.  -..   a   higher  State  of  efli- 

y  the  need  for  su.-h  .  \p,-mlitures  is  never  absent*  and 
it  is  fgt  of  all  parti. -s  t*i  tin-  reorganization  to 

I    that  bettrrm.-nt    \\,,rk   will   be  continu  •    the 

management      T»  >•  i.sion  is  made  for 

mv«l  \\li.-n   the  minis  of  the  corporation  are 

i   tit"   \\.  excessive  fixed  charge*,  l>ut 

additional  as-  may  be  reqin  the  futun .     It  is 

desirable,  also,  to  allow  t  •  Management  some  latitu-1.- 

ill  the  matter  of  acquiring  title  to  bran,  h  lin.  s,  r«|uipinent, 
or  ot  DM  "f  pi«'p<  rty.     V.-t  however  inu«-h  r.\p»-ii«li- 

tures  may  result  in  permanent  addition  to 

ing  power,  the  creditors  will  not  be  disposed  to  sanc- 
ase  of  capital.     In  m.my  instances  the  reor- 
ganization  agreement   has   pr<>\i<l.<i    that    n<>    increase  of 
,l.-!. t   r«uld  be  made  without  the  consent  of  two- 
<>f  the  holders  of  those  issues  which  were  compelled 
sa<-riti<T.     This  has  been  sufficient  to  insure 
conservatism   of    management.    l*ut    it    has   not    allowed 
leew;i  'he  performance  of  those  activities  which  are 

.-  li.-st  iutrn-st  nf  all  concerned  in  the  property.  For 
this  reason  it  has  become  common  practice  in  reorganiza- 
tions to  set  aside  a  reserve  of  shares  and  bonds  to  be  issued 
from  time  t<>  time  for  specific  purposes.  The  reorganized 
West  Shore  began  operations  with  a  reserve  made  up  of 
$25,000,000  of  bonds  and  $10,000,000  of  shares  f..r  a. Mi 
tional  constrn.  ti<>n.  i><  tt<  rmcnts,  and  the  purchase  of 
«iuipm<  T  Denver  ami  Rio  Grande  in  1886  was 

i  a  reserve  of  over  $7,000,000,  mostly  in  bonds,  for  the 
same  objects.    The  Colorado  Midland  reorganization  plan 
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of  1897  provided  that  $1.'Jf>0,000  of  bonds  should  K 
served  for  the  purchase  of  the  Busk  tunnel;  and  tin*  plan 
of  Hi.-  At.liis  ui  in  1896  sot  aside  $11,000,000  in  bonds  and 
$9,000,000  in  shares  for  the  purchase  of  new  lin.-v  I'm- 
viM.m  has  also  been  made  in  this  way  for  tin  retirement. 
of  outstanding  bonds,  as  in  the  case  of  the  Central  Ver- 
mont. \\hieh  by  the  plan  of  1898  set  aside  $3,375,000  for 
this  purpose.  In  most  cases  of  this  KWrt,  there  are  addi- 
tional restrictions  upon  the  directors  in  the  form  of  limita- 
tions as  to  the  amount  of  securities  which  may  be  issued 
at  any  one  time.  Thus  $25,000,000  of  bonds  were  set  aside 
for  new  capital  needs  of  the  Northern  Pacific  in  accord- 
ance with  the  plan  of  1896,  but  only  $1,500,000  were  to 
be  issuable  in  any  one  year.48 

A  plan  of  reorganization  which  shall  be  adequate  neces- 
sarily requires  much  labor  in  preparation,  and  when  once 
agreed  upon  by  the  conflicting  interests  it  is  of  the  ut 
importance  that  nothing  be  allowed  to  render  it  ineffective. 
To  this  end  it  has  become  the  general  practice  in  the  more 
recent  reorganizations  to  arrange  with  an  underwriting 
syndicate  to  guarantee  the  success  of  the  plan  by  agreeing 
to  advance  the  needed  funds  in  all  cases  where  security 
holders  are  unable  or  unwilling  to  participate.  A  syndi- 
cate was  formed  in  connection  with  the  reorganization  of 
the  Buffalo,  New  York,  and  Philadelphia  in  1886  for  tin- 
purpose  of  guaranteeing  to  take  any  part  of  the 
$23,000,000  of  securities  affected  which  might  not  assent 
to  the  plan.49  At  the  reorganization  of  the  Cincinnati, 
Washington,  and  Baltimore  in  1890,  a  syndicate  was 
formed  to  take  Over  all  shares  and  income  bonds  which 
might  fail  to  pay  assessments,  and  also  to  provide  a  suffi- 
cient amount  of  current  funds  to  carry  out  the  terms  of 
the  reorganization.60  The  effect  of  such  an  arrangement 


48  /?„%/..  LXII,  551. 
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ia  to  reassure  d..ui.tnd  huld.-rs  of  disturbed  securities,  and 
by  showing  tii. -m  that  nth,-™  are  willing  to  step  in  and 
take  their  pi.i--.-s.  in.! 

rifice  necestt'i  .:it.  r.-^t   in   th.-   IT-; 

In  moat  cases  the  uu  ••»  more  than 

agree  to  take  td<  MI.  n-st.s.     It  guaran- 

tees the  aale  of  new  seem  .n-1  tims 

insures  the  new  -  f  ample  ,-.•,-. 

needs.    The  reorgam  ft  of  th*-  Minneapolis 

and  8t  LouiH  in    18'.'  :.-,!   \\ith   a  t<>   pur- 

ohaae  $5,000,000,  or  half  the  total  issue  of  nsoli- 

dated  bonds,  in  addition  to  guaranty-in..:  the  $25  assess- 
ment upon  each  share.*1  In  the  i'lnl;i<M|»hia  and  Read- 
ing reorganization  of  1895,  a  syndicate  agreed  to  take 
$4,000,000  of  new  general  mortgage  bonds  and  $8,000,000 
:  red  shares,  and  .!<!••  t!.«-  IMMH- -iiute  cash 

•he   plan   l»y   truarant.-einu'  the  assess- 
tal    guarantee   of  $28,000,000.    In   addition, 
?«»   guaranteed    tin*    payment   or  extension    of 
$20,000,000    of    bonds    matunn-    \\ithin    the    next 
years.         A    syndi.-ate    for    the    subscribed    amount    of 
•iK),000  was  formed  t«.  t;.ke  care  of  the  financial  re- 
quirements of  the  Northern  1' a-  itic  reorganization  plan  of 
1896." 

The  V<  ust.— After  a  railroad  has  been  reorgan- 

ized and  the  recei  harged,  it  is  for  the  interest  of  th<- 

bondholders  to  have  assuran  •  that  the  property  will  he  op- 
crated  according  to  a  cot  policy,  and  in  such  man- 
MM-nrity  of  their  mortgages  will  not  be  im- 
paired Tii  is  is  impossible  unless  control  of  the  share  cap- 
ital be  retained  until  it  will  have  some  value  as 
its  voting  power,  hi  some  of  the  earlier  reorganizations 
the  bondholders  were  given  power  to  vote  at  shareholders' 

•»/WdL.  I. IV  M/&,,/.  i.\!l.  &5S. 
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M-.:s  in  nrder  that  they  mi'_rht  protect  their  inl.-i-.-ls 
In  1860  tin-  first  and  second  m.>nLMirc  In.nds  «,f  tin-  I  'ins- 
burgh,  Port  Wayne,  and  Chicago  were  given  one  vote  l'«»r 

each  tw<>  hundred  <!<>  liars  par  value.  and  the  third  mort- 
gage bonds  n  •<-.  ived  r(|iial  representation  with  the  shares.54 
In  tin-  ivor^ani/ation  of  tin-  .Missouri,  Kansas,  and  'I 
in  1876,  an  arrangement  was  adopted  whereby  the  posses- 
sion and  management  of  tin-  properly  was  given  over  to 
the  Tnion  Trust  company  of  New  York,  trustee  under  the 
s,  to  remain  until  two  coupons  should  be  paid  in 
full  on  the  first  mortgage  bonds.  To  assist  in  the  manage- 
ment. provision  was  made  for  an  advisory  board,  two 
members  of  which  should  be  chosen  by  the  mortgage 
trustee,  and  one  each  by  the  bondholders,  the  general 
creditors,  and  the  board  of  directors.  Within  recent 
years  it  has  become  the  settled  practice  of  reniLMiii/.alion 
committees  to  require  from  the  shareholders,  irrevocable 
proxies  executed  in  favor  of  a  voting  trust,  the  members 
of  which  are  chosen  either  by  the  mort«raire  trustee  or  by 
the  banking  house  concerned  in  the  reorgani/atinn  pro 
feedings.  The  voting  trust  elects  the  board  of  directors 
of  the  new  corporation,  but  it  is  more  than  the  agent  of 
the  shareholders.  In  it  is  vested  the  legal  title  to  the  share 
capital  until  such  time  as  the  conditions  subject  to  which 
it  is  created  have  been  fulfilled.  To  the  shareholders  are 
given  certificates  of  beneficial  interest,  which  may  be  trans- 
ferred in  the  same  manner  as  shares,  but  which  may  not 
be  exchanged  for  shares  until  the  dissolution  of  the  trust.86 
The  period  for  which  a  voting  trust  may  continue  in  con- 
trol IB  usually  contingent  upon  the  payment  of  a  certain 


**Amer.  ltailr,,<i.i  Jmtrn  XXXIV,  040. 

**  Chronicle,  XXII,  305. 

"See  Burr,  "Validity  of  Voting  Trust  Provisions  in  Rcc.iit 
road  Beomnixattons,"    '  s/-/.   \XX\.   113-87;    llarri- 

man,  "Voting  'J'ru-t-  :oi<l  Holding  Companies,"  i  <>/•   tate/ow.,  XIII, 
Iraser,  "Tin-  Voting  Tni-t    m    i::iii\v:iy   Pintoee,"   Raitooy 
World,    XI.  \  I  II.   :.!7-8;    Dagp-tt.   "l^iln.ad   Reorgani/.t 
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mini!'  i  \idend.s   nfUT  the  -»n  of  a  Npeeifte 

term  of  year  trust  m..\    I-    dissolved  at  a 

at  tin-  d  ienil,rri     The  aharr 

ital  'Miladeiphia  .in. I  Rending  was  in  1895  placed 

in  u  n  and  iii.-r.  att«-r  until  the  flnit  pre- 

ferred aharea  should  n-.-rive  full  ••,%••  con- 

>  eara,§T  •  hern 

railway   was  estaMi^l  years,  but  at   th.    e\ 

a   \\a.s  rxt.-nd-  yean 

and   for  such   further  period  as  might  elapse  until  a  ma- 
iden* on  the  date  of  an  annual  election 
rectors  should  v< 

means  of  tin-  voting  trust,  t  tin-  interests  of 

the  bondholders  are  safeguarded  until  such  time  a.s  tin- 
body  of  the  share  capital  acquires  something  in  a- 1: 

t<>   .spreulati\«-    value.      I'.ut    tli.-    l>»ri.lh"M>T-    an-    not    al«-ne 
concern*  <i   \\itli   the   •  uunageineiit  of  the  prop 

owners  of  tl  red  aharea  reprev  •  r  Iwrnd- 

holders,  who  iced  to  convert  some  of  their  holdings 

into    an    inferior    security.     With    ctlieieiit     inuiiageni'-nt. 
these  shares  will  have  stable  ratae,     It  was  a  f< 
the  N  reorganization  plan  tha-  ;•  the 

ination  of  the  voting  trust    the   holders   ,,f   the  pre- 

d  shares  should  fail  to  receive  the  full  dividend  for 
any  t\v«.  successive  quarterly  periods,  they  should  be  given 
the  right  to  elect  a  majority  of  the  directors.8'  In  the  re- 
organization of  the  Norfolk  and  Western,  th.-  interest  of 

rs  were  similarly  protected  when 
were  privileged  to  elect  two-thirds  of  the  din 
(hiring  five  years,  unless  before  the  <  n  of  that  pe- 

riod they  should  receive  three  full  yearly  dividends.** 

^i//a  of  KcoryaHizations. — Mr.   William  'rth, 

the  English  authority  on  railroad  matters,  once  said: 

1110,  it /ft,  661. 
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\    \.-ry    eiimpetent    critic    ha*   declared    th:it    AtiH-ri.-nn    reeeiver- 

shl|is  redn.-e  t»   inanaireahle  limits,   while    Knu-lMi    n-..i--:ini/:ili..iis 

.t«*i»   still    further    the    previously  eXCCWive   capitalization    of  a 

kmUrupt  railroad.  Those  who  know  how  great  railway  sys- 
tems like  tin-  Atdilson,  OF  the  I>enver  and  Kin  <Jrande.  <>r  the 
Northern  Pacific,  have  de\  el,  ,|  ,cd  their  capacity  f..r  pul.li.-  s.-rv 
D00  tli.-\  --'t  ri.l  «.f  ili,-ir  r006l?«l  ami  start. M|  afresh  \\ith 
li:il'iliti.-s  \\hich  their  Innu nal»les  thi-ni  to  fa«-e  \\ith  con- 
fidence, and  ran  compare  this  State  Of  things  with  that  pre\ail 
ing  on  numbers  of  small  Knirlish  railways.  whi<-h  are  piling  up 
year  after  year  a  load  of  debt  which  they  <an  never  hope  t.» 
shake  off.  will  be  able  to  judge  whether  in  this  matter  the  ex- 
perience of  America  would  not  be  of  value  for  our  guidance  in 
England." 

But  this  statement  of  the  case  is  too  favorable  to  Ameri- 
can practice.  It  is  true  that  reori:ani/a lions  have  greatly 
reduced  the  burden  of  fixed  charges,  but  this  has  been  ac- 
complished at  the  expense  of  an  increase  in  aggregate 
capitalization,  which  is  in  itself  an  evil.  From  a  table, 
which  was  published  in  1900,  it  appeared  that  while  lines 
aggregating  over  35,000  miles,  had  reduced  their  fi.\«l 
charges  twenty-nine  per  cent.,  they  had  increased  their 
total  capitalization  nearly  thirteen  per  cent.02  A  part  of 
this  increase  was  undoubtedly  justified  by  the  increased 
value  of  the  reorganized  property,  and  some  of  it  repre- 
sented the  legitimate  profits  of  syndicates,  but  much  of  it 
was  the  result  of  the  practice  of  giving  large  bonuses  of 
shares  to  facilitate  the  work  of  bringing  conflicting  inter- 
ests to  an  agreement.  While  this  method  of  inflation 
has  been  adopted  by  all  the  banking  houses  which  have 
been  concerned  with  the  reorganization  of  railroads,  its 
use  by  J.  P.  Morgan  and  company  has  been  most  exten- 
sive. In  his  testimony  before  the  United  States  industrial 
commission,  Mr.  Thomas  F.  Woodlock  condemned  the 
practice  of  issuing  such  shares.  "  There  was  no  neces- 
sity/' he  said,  "to  issue  all  that  stuff.  It  is  a  wrong  prin- 
«  Economic  Jour.,  IX,  69.  «2  Poor's  Manual,  1900:  cvi. 
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What  Mr.  Morgan  .li.l  in  all  hii  reorganization 
to  estimate  the  ininiinum  of  earning  capan  take 

care  to  get  the  fixed  charges  down  to  that,  but  when  he 
came  to  charges  that  were  not  fixed  *  de- 

pendent on   futmv   prospect*,  people  could   |>n-tt\    nnn-h 
h.-lp  th.-ratelvea,"** 


Report  of  UM  iaduitrial  onmminion,  IX,  466. 


< 'I  I. \ITF.R    XV 
CONSOLIDATION 

Conveyances,  Leases,  and  Share-control — Few  phases  of 
railroad  activity  have  born  M  prominently  at  ntin- 

uously  before  the  American  people  as  consolidation.  To 
shareholders  and  creditors  it  has  always  been  a  subject  of 
vital  importance  because  of  its  bearing  upon  the  security 
and  yield  of  investments ;  to  cities  it  has  appeared  as  per- 
haps  the  determining  factor  in  the  prohlcni  of  differential 
rates;  and  to  shipping  interests  it  has  seemed  to  exert  the 
dominant  influence  in  establishing  the  absolute  level  of 
rates.  Yet  then1  is  littl-  m-nt  as  to  what  may  be 

properly  included  within  the  meaning  of  the  word.  In 
its  lei'al  ^-nse  it  applies  only  to  those  combinations  in 
which  either  two  or  more  corporations  unite  in  an  entirely 
new  corporate  body,  or  one  corporation  absorbs  another 
without  itself  undergoing  any  organic  change.  But  we 
are  here  concerned  with  not  the  process  but  the  result  ; 
not  technical  but  actual  consolidation.  Therefore  it  is 
proper  to  use  the  term  in  reference  to  conveyances  and 
leases,  and  to  all  cases  in  which  share  ownership  gives 
control.  In  so  doing  we  are  only  adopting  the  usage 
which  the  courts,  inconsistently  enough,  have  established 
when  interpreting  statutes  forbidding  the  consolidation 
of  competing  lines. 

Union  of  Connecting  Lines. — There  has  been  from  an 
early  period  a  marked  tendency  toward  railroad  consoli- 
dation. It  was  inevitable  that  the  short  detached  lines, 
built  to  serve  local  needs,  should  be  extended  to  form 
connections  with  other  similar  lines  and  so  become  con- 
cerned in  the  handling  of  through  traffic.  In  some  cases, 
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notably  the  constituent  lin.-s  <>f  the  New  York  Central  and 
the  Boston  and  Albany,  const ru.-u.,n  uas  und<  rtak.-n  with 
thia  purpoae  in  view;  in  others,  aa  with  tin-  F.ast-  rn  and 

roaring  of  atate  lines  waa  an 

uhi.-h    compelled    separate    incorporation.     In 

n  wan  the  only  |..^i--.-d  outcome  of 

the  .v  Hut  th.  rr  waa  much  hostility  among  early 

railroad  managers,  an-l  *  it  waa  often  fostered  by 

state  aut  and  local  «  al  bodies.    So  sharp 

was  this  that    in   H*. in.-    inst.-in.-,  nt    track 

gauges  were  adopted  in  th«-  ,-itt. -mpt  to  subserve  th.-  in- 
terests of  pnrtinilar  <-iti«-s  h\  hamp.-rinir  the  growti 

h  n»nd  adopted  a  traffic  p.,!i,  v  of  its 
fixed  its  own  rates  and  clarifications,  avoided  traffic 
•igementa  with  other  companies,  and  stoutly  restated 
all  attempts  to  bring  about  th.-  int. n-hange  of  ears  and  the 
j"int  use  of  tracks.1     It  was  at  length  discovered,  however, 
that  such  a  poli.-y  prw-nt.-d  tin*  railroads  from  perform- 
inu'  th'-  fun.-  \\hi.-h  tlu-y  were  projected  and  built, 

an<l  that  it  was  also  unprofitable  t..  th.-  <.,mpanies  them- 
selves. Shippers  desiring  to  send  fn  iu'ht  t<>  a  distant 
t  were  c<>mp.-llrd  to  deal  with  several  different  car- 
riers, and  t..  MiiT.T  the  dehiy  and  lofa  incident  to  the  trans- 
shipment of  goods  nt  junction  points.  Passengers  were 

i'  nt  transfers,  and  to  attend  per- 
sonally to  the  forwarding  of  baggage.    Yet  n« »t withstand- 
ing these  obstacles,  trnfl  !y   increased   until  it  be- 
came apparent  that  new  methods  and  more  adequate  facil- 
ities were  imperative.    The  amalgamation  of  connertint: 
lines  wss  the  response  to  this  d< -mand.     Wit! 
of  nr                                    business  r\|>;mded   rapidly,   and 
;ids  f.nind  that  imt  oidy  \\vrv  tli.'V  alile  to  handle 
nlc  more  r.  a. lily  hut   to  do  so  at  much  less  ex- 


>&*  Hrn.lhurv.     Rmilrrmd  RoniniMencrm**  Me.  Hint  8oc.. 

\  II    :>..   ' 
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pense.    Tho   result   was   larger   profits,    and    eventually, 
lower  rates. 

S'»ni  r.nrhi  Cnnv.litlatinHs.-  The  consolidation  in  lS,r>:J 
of  the  ten  short  lines  between  Buffalo  and  the  Hudson 
river  to  form  tin?  New  York  Central  was  the  most  not;il>l<i 
instance  of  this  sort,  though  it  was  not  the  first.  As  early 
as  1838  the  Philadelphia,  Wilmington,  and  Baltimore,  the 
Wilmington  and  Susquehanna,  and  the  Haiti  more  and 
Port  Deposit  railroads  were  united  to  form  a  through  li in- 
between  Philadelphia  and  Baltimore  under  the  name  of 
the  Philadelphia,  Wilmington,  and  Baltimore.-  In  1845 
the  Middleborough  railroad,  the  Fall  River  Branch  rail- 
road, and  the  Randolph  and  Bridgewater,  by  a  union  of 
share  capital,  were  consolidated  as  the  United  Corpora- 
tion, later  the  Fall  River  railroad.3  In  1854-  the  Northern 
Central  railroad  was  formed  as  a  consolidation  o!  tin- 
York  and  Maryland,  the  York  and  Cumberland,  and 
the  Susquehanna  railroads,  and  a  through  connection  un- 
der one  management  established  between  Baltimore  and 
Sunbury.  In  the  West  the  Ohio  and  Pennsylvania,  the 
Ohio  and  Indiana,  and  the  Fort  Wayne  and  Chicago  were 
consolidated  as  the  Pittsburgh,  Fort  Wayne,  and  Chicago 
in  1856;  and  the  same  year  the  Chicago  and  Aurora  and 
the  Central  Military  Tract  railroads  were  united  in  the 
Chicago,  Burlington,  and  Quincy. 

r»imlar  Opposition. — Such  changes  were  seldom  ef- 
fected without  opposition  from  either  some  of  the  parties 
in  interest  or  the  public.  Even  after  the  movement  to- 
ward consolidation  had  got  well  under  way,  there  was  a 
tendency  'to  limit  a  railroad's  activities  to  the  state  in 
which  it  had  received  its  charter.  Thus  the  Bellefontaine 
and  Indiana  in  Ohio  and  the  Indianapolis,  Pittsburgh,  and 
Cleveland  in  Indiana  were  constructed  as  sections  of  a 
through  line.  l>ut  for  a  time  after  their  completion  they 

*L.  Md.,  1837-8,  e.  Hist,  of  the  Old  Colony,"  48. 
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\\.n-   n|.,-r<il,-d   s,-panit.-ly.      In    1-..'.    ih.-   Bttd    fct   I 
Itecaino  imp-  r.itu.-,  l>ut  IK.  aitnupi  WM 

•  »v«-r  the  proper- 
ties of  theee  companion.    Instead,  an  agreement  waa  en- 
:  into  for  the  operation  ..ft-  m  exeeu- 

.Mimiittee  represent! i it?  i»'th  •"•••  •  and 

iirrangement  waa  continued  until  1864  when  the  com- 
••*  were  finally  cmiM.  is  evidence  of  th«- 

intrrslalr  riv.ilry  which 

located  the  CHM  >inus  <»f  the  New  York  and 

."H\  in  i\  de- 

.%  any  benefit    fnun   the  road,  aixl   \\hi<-h  at  a 
>d  caiiMod  IVniiKvlvania  to  take  advantage  of  it.s  juris 

ilirtinll    nV.T    a    s,-cti..Il    nf    till-   HhorC   Of    Lrfll  tO    Ililnl-T 

the  westward  extension  of  tin*  railroads  <>;  Vnrk      In 

New  Jersey  a  tax  was  imposed  upon  all  passengers  cross- 
ing the  state,  and  vftd  the  practice,  \Vhii«- 
there  had  been  considerable  overlapping  of  state  bound- 
aries prior  to  the  Civil  war,  there  waa  constant  ditVirulty 
between  connecting  lines,  and  also  between  railroad  offi- 
cials and  state  aiitimntirs,  <>V*T  tiu*  matter  of  through 

Vic. 

Period  of  Trunk  Line  Development. — Hut  it  was  only 
ulty  rxp.ri.-iK  t.l  by  the  federal  government 
in  obtaining  continuous  transportation  of  troops  and  mili- 
tary supplies  that  congress  could  be  induced  to  exercise 
its  constitutional  authority  in  th<>  matt.  r.  In  1866  a  law 
waa  passed  which  granted  to  every  railroad  the  right  t<> 
carry  persons  and  property  from  any  state  into  another 
state,  "and  to  connect  with  roads  of  other  States  so  as  to 
form  continuous  lines  ...  to  the  place  of  destina- 
tion" unhampered  by  state  laws.'  This  law  had  an  un- 
doubted influence  in  ushering  in  the  period  of  trunk  line 

•  Vernon.  Amor.  Railroad  Mann 
•SUi.  at  Urge,  XIV,  66. 
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'."pllient      Which      I'nlliittrd.        Tile      III1IIM  »ii;i'  \V;iS 

the  increasing  rivalry  for  through  trallic  between  the 
Pennsylvania,  the  Ijir.  and  the  NYu  York  (Vntial.  It 
had  been  the  policy  of  thr  Pennsylvania  In  eiiennraL'e  the 
of  weMern  connections,  Imt  to  exert  only  sii'-h 
over  their  management  as  waa  Q60eMtry  to  insure 
harmonious  relations.  In  1868  this  was  abandoned  upon 
the  discovery  of  a  well-laid  plan  by  which  the  Krie  was 
attempting  to  absorb  the  Pittsburgh.  Fort  Wayne,  and 
Chicago  and  other  important  western  conned  inns,  and 
steps  \\ere  taken  to  lease  these  lines  and  so  create  a  sys- 
tem strong  enough  to  withstand  the  onslaughts  of  com- 
petitors.6 The  Columbus,  Chicago,  and  Indiana  Central 
was  leased  in  1869  by  the  Pittsburgh,  Cincinnati,  and  St. 
Louis  in  the  interest  of  the  Pennsylvania,  which  thereby 
gained  control  of  a  through  line  to  St.  Louis  and  Clycago. 
Another  and  more  direct  route  to  Chicago  was  obtained 
within  the  year  through  the  lease  of  the  Pittsburgh,  Fort 
Wayne,  and  Chicago;  and  in  1872  a  second  route  to  St. 
Louis  was  acquired  through  the  lease  of  the  St.  Louis, 
Vandalia,  and  Terre  Haute  by  the  Terre  Haute  and  In- 
dianapolis, in  which  the  Pennsylvania  had  a  half  interest. 
In  1869,  also,  Cornelius  Vanderbilt  united  the  several 
lines  connecting  Buffalo  with  Chicago  in  the  Lake  Shore 
and  Michigan  Southern  railroad,  and  consolidated  the  New 
York  Central  with  the  Hudson  River  railroad,  thus  es- 
tablishing under  his  control,  but  under  two  separate  or- 
jrani/ations,  a  through  route  from  New  York  to  Chicago. 
The  Baltimore  and  Ohio  in  1866  leased  the  Central  Ohio, 
and  in  1869,  the  Sandusky,  Mansfield,  and  Newark,  and 
constructed  the  Baltimore,  Pittsburgh,  and  Chicago  ex- 
tension through  to  Chicago  by  1874.  The  Erie  took  over 
the  Atlantic  and  Great  Western  under  various  leases  be- 
tween 1868  and  1874,  thus  extending  its  control  as  far 

•  Annual  report,  1871. 
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wait  aa  Dayton,  i.m  it  .h.l  not  secure  an  independetr 

o  into  Chicago  until    1)483,  when  the  Chicago  and 
\t  I  in  tic  waa  opened. 

a  smaller  scale  similar  changes  were  effected  through- 
out tin*  r,,u!:-  systems  wen-  Imilt  up  by  a  prooeaa  of 
amalgam  l.ran.-h  Im,*  and  extension*.  For  while 
tli.  movement  had  been  inaugurated  with  a  view  to  f 

anaportation  i*  created  soon  found 

a  iin.  ••>  conaolitlati'in  in  t ho  suppression 

of   competition.     Notwithstanding   st  prnlnhitkmft, 

the  consul  i<lation  of  competing  railroads,  whether  parallel 
or  otherwise,  has  gone  on,  in  some  cases  by  the  ai 

i-s  to  evade  the  law,  in  <>t)  \ic  of  special 

legislative  permission.     The  New  York,  New    I  (    .    i .  and 

y  be  ment  ii-iii-il  as  a  system  \\lii--li  has  been 

l-ti ilt  up  tlir..u«_'li  tln>  consolidation  of  lines  many  of  whirh 

n.il  r,,iup. -titni-.s.     The  New  York  Central  in  1885 

!  »f  tin-  West  Shon 

a  competitor  whirh   paralleled  its  main  linr; 

:ui<l  th.«  sain.-  reason,  in  1887  took 

Chicago,  and  St.  Louis,  which  paral- 

!    its   lin,-   thmtitflnM;-  K-n^th. 

Effect  0  '    -t-truxt  Art.- -Thf  interstate  com- 

1887  which  prohibited  "pooling,"  or  tin-  ap- 

!<>nment    of    comp«-titive    business    or    the    proceeds 

M.I.I  no  marked  effect  upon  the  progress  of  con- 

•raffle  associations  whi<  h  nune- 

'•nance  of  rates  made 

this  pmhiliiti'.n  iii.-tT.rt  \\ ,        |;ut   in   (.897  the  I' nited  States 
up?  1  in  tin-  Trans-Miss«»uri  fn-i^ht  asso- 

'ii  case7  that  w!i.-th.-r  renAonabl*  .  such  agree- 

:i   violation  <»f  (h«'  so-rallr<l  ••Sh.-rman  anti- 
trust lii<  h  was  passed  by  congress  in  1890  in  an 
pt  44to  protect  trade  and  commerce  against  unlawful 

v  let  u.  a,  tea 
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restraints  and  monopolies/'8  and  without  thought  oi  its 
possible  application  to  railroads.  This  .judgment  w;is  re- 
aflirmed  in  1s!>s  in  the  joint  traflic  assoeiai  i<m  case,  and 
the  constitutionality  of  the  act  itself  was  established.9 
Commuuilii  <>f  Interest. — These  dn-isiniis  made  neces- 
the  di-vi.sinir  «•!'  a  method  by  means  of  which  the  sta- 
bility of  rates  might  be  maintained  without  <l..inir  violence 
to  the  law.  T.<  this  end  tin-  idea  of  a  "community  oi'  in- 
terest" was  proposed  in  1899  by  President  Cassatt  of  the 
Pennsylvania,  and  put  in  practice  after  it  had  been  ap- 
proved by  the  Vanderbilt  interests.  This  involved  the 
ownership  of  shares  of  rival  lines  in  sufficient  amount-  to 
obtain  representation  upon  their  boards  of  dim-tors,  and 
so  maintain  harmony  of  policy  among  the  various  inter- 
Wit  h  this  in  view,  the  New  York  Central  and  the 
Cleveland,  Cincinnati,  Chicago,  and  St.  Louis  in  1!>nn 
made  large  purchases  of  the  shares  of  the  Chesapeake  and 
Ohio,  which  had  long  been  a  disturber  of  rate  schedules. 
The  Pennsylvania,  together  with  the  Northern  Central, 
;iNo  bought  heavily  of  these  shares.  In  the  aggregate  the 
Vanderbilt-Pennsylvania  holdings  amounted  to  less  than 
a  majority,  but  they  were  sufficient  to  elect  two-thirds  of 
the  directors.  The  Pennsylvania,  itself  and  through  the 
subsidiary  Pennsylvania  company,  the  Northern  Central, 
and  the  Philadelphia,  Baltimore,  and  Washington,  in  the 
same  manner  obtained  practical  working  control  of  the 
other  important  soft  coal  roads — the  Baltimore  and  Ohio, 
and  the  Norfolk  and  Western.  By  this  means,  such  rela- 
tions were  established  with  these  properties  as  in  a  meas- 
ure to  put  an  end  to  the  practice  of  rate-cutting.  The 
result  was  therefore  the  same  as  had  been  formerly  at- 
tained through  traffic  ;:>-<•< -iaiions,  but  it  was  now  brought 
about  without  the  necessity  for  agreements.  This  process 

«Stat.  at  large,  XXVI,  200. 

M71  U.  lint   KM  Standard  Oil  v.  United  States,  221  U. 

S.,  1.     (1910.) 
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has  f.'                                    until  pi-a.-tieally  all  the  railroad* 

in  what  in  known  a*  'trunk   line"  y  have  been 

affiliated  through  tin-  interehan^  -.-».    Thus  the 

New                      il  is  represented  ni-.n  ti  •.. rates  of 

the    Krir,    tin*    !>•  i.    nn.l     \\Vst.-rn.    the 

Delawart  n,  the  New  ">  nd  VVeat- 

•I.  tin-  Lehij/h 
..li.l     til.-      |{.-;tdlliu'.       Thl-Miltfli     th- 

nit  control  with   th.-   Baltimore  and  Ohio  of  the 

Reading  which   in  turn   rmitmls  th.-  Ci-ntr.il  of  New  .)•  r 

Tin-  Vand. -rhilt  intiTi-st   has  l"iig  been  <l'>Miinaiit   iii 

tin-  Chicago  and   North    \\Ys-  i    in   \.-\v    Kntrlaml   it 

hat  not  only    the  lease  of  the  Boston  an.)   All>.in\.  hut 

:u'h   th.-     \  ;ny   it   has  M 

in  the  management  of  the  Boston  and  Main*      Th.    I'nion 

•  is  th  nt  communii 

nbers 
«-t  th.    h  :ln-  Chicago  and  North  Western,  and 

n    th«-   Chi,-ai;n.   Milwaukee,  and  .il.     In   1905 

i'ni..n   I'.i  itic  representatives  were  elected  to  the  di- 
Ati-hiNi.n.     l-'or  a  short  time  prior  to  1905, 
r     II     II       1'iiaii  was  a  director  of  the 

•  I.-  and  George  J.  Qould  was  a  dirt--  .    IHimi 

luit  this  arrangement  was  abruptly  ended   uh.-n 
the  (inuld  interest  began  the  con-  i  of  an  independ- 

ent ..nth  t  t..  the  Pacific.  This  will  serve  to  illustrate  the 
limitations  of  community  of  interest.  Moreover,  with  the 
adoption  of  this  [>rin«  iple,  it  appears  that  the  practice  of 
transacting  all  important  business  through  an  executive 
committee  became  more  general,  and  to  this  committee 
were  appointed  few  if  any  "community  of  interest  di- 
rectors." 

The  Seven  Great  Financial  Interests. — By  aid  of  such 
methods,  supplementing  the  actual  consolidation  which  has 
been  going  on  all  the  time,  most  of  the  railroad  mileage  of 
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tin-  country   has  been   brought    into   tin-  enntrol.  lint    not   the 
ouiiership.    o!'    seven    LTi'cal    linaiiriiil    interests    iv| in-sent  <•<! 

by  J.  I*.  .Morgan,  J.  J.  Hill.  Jacob  Bchiff,  \V.  K.  Vander- 
bilt.  George  J.  Gould.  \V.   II.  :md  .1.   II.  Ifoore,  and  the 

impersonal  lYnnsx  Iv.-mia  railroad,  tin-  lan:>.sl  slian-- 
holder  of  which  is  II.  C.  Prick.  I'.ehiml  Vanderhilt 
.(.  I*.  Miiriran  and  company,  and  the  First  Na- 
tioiial  bank  of  N«-\v  York,  which  is  alliliatcd  with  tin-  house 
of  .Morgan;  and  tin-  same  institutions,  together  with  the 
r.ai-inirs.  are  idciititied  with  tlie  Hill  enterprises.  With 
Scb iff  are  Kuhn.  Loeb,  and  company,  representing  strong 
tinaneial  interests  in  Germany,  and  the  National  City 
hank  of  New  York,  dominated  by  Standard  Oil  interests; 
and  with  the  Moores  are  the  First  National  bank,  and 
Speyer  and  company,  closely  affiliated  with  great  banking 
houses  in  England  and  Germany.  The  Goulds  have 
been  without  important  banking  affiliations;  but  in 
1908  relations  were  established  with  Kuhn,  Loeb, 
and  company.  The  Kuhn,  Loeb  influence  has  since 
become  strong  enough  to  threaten  to  force  the  Gould  in- 
terest from  its  dominant  position.  This  banking  lions.- 
has  also  a  large  minority  interest  in  the  Rock  Island. 
There  is  much  Rockefeller  capital  represented  in  the  .Mis 
souri  Pacific  and  the  Denver  and  Rio  Grande.  It  cannot 
be  said,  however,  that  the  Standard  Oil  capitalists  are 
identified  with  any  single  railroad  interest.  Undoubt- 
edly their  closest  affiliation  is  with  the  Union  Pacific  in- 
terests, but  the  Rockefellers  are  heavily  interested  in  the 
Chicago,  Milwaukee,  and  St.  Paul,  which  is  an  independ- 
ent property;  and  upon  the  board  of  the  New  York  Cen- 
tral are  James  Stillman  and  William  Rockefeller,  while 
William  Rockefeller  and  C.  M.  Pratt  are  directors  of  the 
New  York,  New  Haven,  and  Hartford,  control  of  which  is 
widely  scattered.10 

"This  subject  is  also  discussed  in  Keys,  "Overlords  of  Railroad 
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Several  attempt*  have  been  made  to  pi-went  in 

Miati-iiinits  .sluming  (|ie  cooceotratiou  of  railroad 
control,  and  at  the  aame  tun.  t,,  ^-..up  tin-  im.->  tnliut.tr> 
to  a  aiogle  interest  N«  -in  ia  complicated  by  raaoa 

mooal  aa  diatinguiahed  from 

••  I'.v  t!  what 

ia  required  to  constitute  control.  "     1  more,  changes 

,'   Railroad 
Kdward*.    "Mm    It. 

Muntir.  • 
l/.i./.,  \\ll.  «...  *J 

"I     Of 

J    that 
•  •cognises    •  M    l..f.\..n    j><  THuiml    and 

"(»)    Ili-l't   t»  |N,a*e«H  «ll  t  .ration,  except 
iU  ii                          H  of  organ!  wit 

ht   to  possess  nil   t  xiration  except 

..-nt.ilit  II-H  of  orgaiiizatiuii.  iU  money,  and   it«  cboaet  in 
met  i 

U)  pOMeM  -  t    tin-   t.in-iJ.].-  |.j..|--rt\    of  the 


Cprpot  'liHoharjjin^  the  du- 

•  f  a  comin«'M   •  ;.iiiu-i|i.il  iiti-in 

plattti  uiKl.t    tin.  rlaaa,  as  well  a«  under  claw   (b),  is  the  control 

MI:  from  class  (c)  «nl\ 
<*«ts  covered   by   the  contra* 
hat*  IN  •  •»  that  a  lease  of  t 

ii  d«xjH  not  constitute  «  <-orpo> 

>ves  poaseaaion  of  certain  physical  pr< 

I   managenifiit  of   tin*  oirj. 
lias   some   m« 

allow   pat  the   affairs  of  the   lessor  corporation, 

most  simple   forms  of   lease  agreement  are 

lik.  ly  t«  l.riii^'  about  either  directly  or  indirectly,  a  very  consider- 
able  degree  of 

i    Ki^'lit    I--  .-\.-rvi-«-  the  major  part  •  •  tinp  power  at- 

taclted  to  the  shares  of  stock  and  other  securities  of  the  corporation. 
nniiif  tin-  major  part  of  the  board  of  ,Iir.it.»ni  of 
• 

till.-   t..  viae. 

-if)    i:.-!,t   to  foreclose  a  first  lien  upon  all  the  property  of  the 
corj*- 

"(g)   Ri^'ht    to   foreclose  «  first  lien  upon  a  major  part  of  the 
property  ••• 

MIS  (f)  and   (g)  constit  only  in 
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<>!'   relationship   are  constantly  occurring,  so  tin-   ivsult    is 
aluays  of   uncertain   an. I    transient    value. 

Community  ..f  inter.-M.  involving  as  it  doa  the  inter- 
change of  directors,  would,  if  lm:i< -ally  carried  out.  result 
in  an  arrangement  whereby  each  railroad  would  have  a 
representative  upon  the  directorate  of  every  <»llier  rail- 
road which  might  compete  with  it  This  has  not  !>«•. -n 
done,  hut  what  lias  heeii  accomplished  is  to  irmup  the 
railroad  properties  of  the  country  so  that  certain  interests 
have  been  allowed  by  the  logic  of  circumstance  to  acquire 
a  dominant  position  over  contiguous  lines  iM  ,-t  given 
roughly  defined  territory.  Tims  the  Pennsylvania-Van- 
dcrbilt  interest  dominates  the  trunk  lines.  In  the  South 
the  Morgan  interest,  with  the  Southern  and  the  Mobile 
and  Ohio,  and  the  Walters- Jenkins  interest,  with  the  At- 
lantic Coast  Line,  the  Louisville  and  Nashville,  and  the 
Nashville,  Chattanooga,  and  St.  Louis,  are  able  to  control 
the  situation.  Jointly,  they  control  the  Chicago,  Indian- 
apolis, and  Louisville,  and  so  have  an  outlet  to  Chicago. 
The  Goulds  largely  control  the  Southwestern  territory, 
and  in  the  Northwest  the  Hill-Morgan  interest  is  dom- 
inant. The  Union  Pacific  interest  controls  transportation 
matters  affecting  the  Pacific  Coast  south  of  Puget  Sound, 
lint  no  sharp  line  can  be  drawn  between  these  groups,  for 
there  is  always  a  tendency  toward  the  extension  of  con- 
trol. E.  H.  Harriman  reached  out  for  a  terminal  at  Seat- 
tle, and  acquired  working  control  of  the  Illinois  Central 
and  the  Central  of  Georgia,  thus  breaking  into  two  widely 

securities   which    constitute  the  lien  have  matured,   or   the   ii 
upon  such  securities  has  been  defaulted,  and  the  right  to  foreclose 
such  lien  has  not  yet  been  exercised. 

"(h)  Right  to  determine  the  action  of  the  corporation  in  a  spe- 
cific respect  or  respects. 

"This  last  class  is  intended  to  cover  any  peculiar  forms  of  con- 
trol not  included  iti  tho  other  classes.  Un<l<-r  this  class  would  fall 
control  throii'jli  ;idv;i!ir.-  for  c..n-t  md  i< .n  purposes  .  .  ."  "In- 
tercorporate relationships  of  railways,"  15-6. 
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separated  groups,  and  establishing  a  through  line  by  a 

u   Seattle,  San   Francisco,  and 

Savannah     And  the  Goulds  entered  Pittsburgh  with  the 
Wabash,  and  took  over  the  Western  Maryland  in  an  un- 
successful   all. •::,;. t    !••    -\J.nd    to   tin-    Atlantie.     They   also 
MO    with    the   Western    1'arilic.     The 
i.  long  a  "granger"  road, 

has  t'Xtmdfi  J  the  Hill   territory 

and  established  a  .-n  1'uget  Sound.    The  Burling- 

ton has  also  extend. -.1  the  Hill  in:!u.  n.-.-  to  the  Gulf  coast 
thron  purchase  of  the  Colorado  Southern.  The 

Rock  .    another    " granger"    1m.-    originally,    haa 

within  recent  years  expanded  into  a  great  system  disput- 
ing With  thr  (i«.uld  linr.S  thr  llia>t. TV  of  tlir  SolltllWrst  A 

btill  inor,  ley  system/ 'coin; 

ing  the  Chesapeake  and  Ohio,  i  king  Valley,  thr 

Chicago,  Cinrinnati,  and   Loni>vi.  Louis, 

and    Western,    the    Chicago    and    Alton,    thr    Minm;i 
and  St.  Loin  >wa  Central,  and  the  Missouri,  Kan- 

sas,   and    Texas.     With  ines    is   affiliai-d    1 

Yoakum  and  the  St.  Louis  and  San  Francisco  and  the 
Chicago  and  Eastern  Illinois. 

Huntintjton's  Plan  for  a  Single  Company.— Collis  P. 
Huntington  possessed  advanced  ideas  upon  the  subject  of 
consolidation.  While  trstifying  before  tl>  6  railway 

commission  in  1887,  he  said:  "It  has  been  my  view  for  a 
good  many  years  that  there  ought  not  to  be  more  than 
three  or  four  transportation  companies  in  the  I'? 

.     In   fact,  it  would   !»<•   bettor,    I    think,   if 

was  but  one.  It  would  serve  the  people  a 

great  deal  better,  and  do  business  cheaper."11    Later  hr 

was  careful  to  explain  that  he  did  not  "mean  a  trust,  or 

anything  like  that,  hut  a  concentration  of  ownership  of 

"  Testimony  taken  by  the  U.  a  Pacific  railway  oommiiaioa,  I,  40. 
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railroad  properties."  IS     Writing  at    length   upon  this  sub- 
ject in  1891,  he  said: 

I  MIII  satisfied  that  tin-  l»«-<t  n-sults  will  not  \w  reached  until 
substantially  all  tin-  tran-|..i nation  business  of  this  country  is 
done  by  one  company.  .  .  .  what  is  wanted  Is  m>t  more  than 
two  or  throe — and  one  \\<>ul<l  !•«•  Letter  nivat  « -an-\  in;:  com- 
panies. .  .  .  With  the  best  talent  in  the  country  to  manage 
and  control  such  an  or-ani/atimi.  many  millions  could  be  saved 
to  those  who  use  the  railroads  of  the  country,  ami  millions  also 
to  those  who  own  them  over  what  is  now  bein^  received  l»y  the 
fragmentary,  badly-equipped,  and  inefficiently-managed  roa<ls 
that,  with  but  few  exceptions  now  exist." 

This  has  been  often  quoted,  and  not  infrequently  dis- 
torted into  a  positive  prediction;  but  accepting  it  as  such, 
it  is  in  line  with  a  tendency  which  has  long  been  operative, 
and  at  no  period  to  such  an  extent  as  in  the  last  decade. 
Progress  of  Consolidation  in  New  England. — The  rail- 
road situation  in  New  England,  now  and  in  the  early  sev- 
enties is  worthy  of  comparative  study  in  this  connection, 
as  it  affords  an  illustration  of  the  extent  to  whicli  tin- 
process  of  centralization  has  been  carried  in  that  section, 
and  also  an  indication  of  a  like  change  which  may  be 
expected  to  take  place  throughout  the  country.  In  1873 
there  were  sixteen  independent  operating  companies  in 
New  England  which  controlled  a  hundred  miles  each. 
They  ranked  as  follows: 

Miles 
Central  Vermont  (Omitting  159  in  N.  Y.  and 

69  in  Canada)    548 

Maine  Central    :J57 

Boston  and  Albany  (Omitting  56  in  N.  Y.)   .   2lL' 
Eastern    266 

**  Railway  and  Corp.  Law  Jour.,  IX.  -Jl. 

M  Htmtington,   "I'lra    f..r    Railway  Consolidation,"    \t,rtii 
Rev.,  (I.I  1 1.   J77  '.'-.    see  also  Lewis,  "National  Consolidation  of  the 
Railways  of  the  U.  8."     (1893.) 
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<  ..  246 

Nt-u   ^>  _'(J6 

:     N. u-tli     Air.  Omitting 

88   in    '  Ml 

and    M  1-'» 

At  Lawrence   <<:rand  Trunk 

Canada.   1. •***•)    . .  '  ; 

Boston,  Concord,   and 
Counts  tir  ut    .UK!   l'aviuni|»Mc    I  OraiU 

tin-    8  ua.la       .  .    110 

i  •  ' 

II  '.kill   129 

I!  IJ- 

O  .  112 

New  Haven  and  Northaiuj.t-.n    .  .109 

Total  :>8 

At  that  linn-  there  were  in  New  England  5088  miles  of 
•ad;  so  these  sixteen  companies  operated  sixty-two 
per  cent  of  th«-   tntal.  1   mih-age  has  sine*-   in 

creased  to  about  7800,  of  which  the  Boston  ami   Main. 
and  the  New  York,  New  Haven,  and   1 1 
operate  or  control  5900  miles,  or  seventy-five  per 
The  Cent  •  and  th«-  Atlanti.-  and  St.  Lawrence 

are  c<uitn»ll,-,l  1»\   the  Grand  Trunk  of  Canada.    The  line 
of  the  Canadian  extends  across  the  northern  ex- 

tniiiity  nf  M.nnr;  and  the  liangor  and  Aroostook  retains 
its  ind-  |  r  Mini.-  ie  New  York  Central 

•  >\\nrd    a  ,  it  land.      It    also  con- 

tioii.d  the  Boston  and  Albany  under  a  lease.    The  New 
M,   and   IIartf..rd   in   l!»ll    l>..u^ht  half  of 
k  Criitrars  shares  in  the  Rutland,  and  as- 
sumed half  the  burden  of  the  I  tost  on  and  Albany 
All  other  railroads  of  any  importance  in  these  six 
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are  directly  controlled  by  cither  the  r,o>t,,n  .-m.l  M 
(»r  the  New  York,  New  Haven,  :m<l  Hartford,  which  in 
turn  controls  the  Boston  and  Maine.  Tin  I'.oston  and 
Maine  system  no\\  n  presents  126  original  railroad  cor- 
porations; the  New  Haven,  130.  Not  only  that,  but  the 
V  ..  llavrii  svstriii  controls  |  >ract  ieal  ly  Jill  the  local  and 
inierurban  traction  M  D  Kln.de  Island  and  ( 'mined  i 

cnt.  and    nine  steamship   lines  between    various   New    Kni: 
land  ports  and  New  York,  with  a  half  interest  in  another 
line  operating1  between  Boston  and  Savannah  and  inter- 
mediate ports.     The  Boston  and  Maine  owns  or  controls 
forty-five  miles  of  electric  lines  in  New  Hampshire,  and  it 
has  made  several  unsuccessful  attempts  to  obtain  legisla- 
tive permission  to  acquire  electric  railroad  properti- 
Massachusetts. 

Similar  Tendency  Throughout  the  Country. — Until  after 
the  Civil  war  no  railroad  attained  the  length  of  a  thousand 
miles.  The  longest  road  in  the  fifties  was  the  Illinois  Cen- 
tral, with  something  over  700  miles.  In  1867  the  Chicago 
and  North  Western  passed  the  thousand  mark.  Two  years 
later  it  was  operating  1257  miles ;  the  Illinois  Central,  966 ; 
the  Milwaukee  and  St.  Paul,  938;  the  Erie,  774;  and  the 
New  York  Central,  692.  With  the  consolidations  of  that 
year,  the  Pennsylvania  increased  its  mileage  to  3261,  the 
Erie  to  1412,  the  Chicago  and  North  Western  to  1282, 
and  the  Milwaukee  and  St.  Paul  to  1119.  These  four 
roads,  each  of  which  in  1870  had  a  mileage  in  excess  of 
1000,  constituted  about  fifteen  per  cent,  of  the  mileage  of 
the  whole  country.  The  interstate  commerce  commit  ion 
in  its  report  on  the  statistics  of  railways  for  1906  pointed 
out  the  fact  that  fifty  companies  operating  a  thousand 
or  more  miles  controlled  sixty-five  per  cent,  of  the  total 
railroad  mileage. 

Three  large  interests  are  already  in  control  of  over  20,- 
000  miles  each,  and  three  others  dominate  systems  of  over 
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10,000  n.  u  Pacific,   itself  operating  6000 

miles,  control*  the  S  iti< .  tl>.    Sail  1'cdro,  Los 

Angela  and  Salt  Lai  imuiH  < 

Georgia,  ami  line*— a  ayatem  aggregating  over  25,- 

000  mile*.    '1  utereat  U  al* 

of  large  aharea  in  tl.  re  and  < 

the  Erie,  the  Chicago,  Milwaukee,  and  St.  Paul,  the  Chi 

cago  and  North  Western,  and  the  New  York  Central. 

New  York  Central  system  comprises  13,000  miles,  and  th«- 

ago  and  North  Western,  9500  miles.    Altogether,  th. 
Vanderbilta  «i  <KK)  miles.    The  Great  Northern. 

the  Northern  tin-  Chicago,  Hurlintft.m.  and  (^, 

and  the  Colorado  and  South* m.  compi-ismi:  th<   Hill  group, 
>l  an  aggregate  mileage  of  nearly  25,000.    The  Gould 
ayatem  comprises  19,000  miles.    Owning  only  about  500 
miles  in  fee,  the  Pennsylvania  operates  about  4000,  and 

rob  a  ayatem  of  11,000  miles,  besides  having  an  a 
voice  in  the  management  of  several  properties  win 
does  not  conti    1      In  the  South  the   Atlantic  Coast  Lin.- 
ayatem  aggregates  11,000  miles,  and  the  Southern  about 

Motives  of  Consolidation. — Railroad  consolidation   has 
been    undertaken    from    van    .s    motives;    to    facilitate 
•  •niimmiiication,  to  prevent  or  to  remove  competition.   t<> 
profit  from  the  sale  of  new  securities,  and  to  simplify 
organization.    While    the    object    of    the    earliest    coin- 
ions  was  to  promote  efficiency  of  operation,  it  soon 
developed  into  the  desire  to  develop  and  retain  new  busi- 
ness.   This    necessitated    the   extension    of   control    over 
igh  lines  to  strategic  points  ;hout  the  advan- 

tage of  situation  a  company  would  be  unable  to  deal  favor- 
ably \\ith  rival  carriers  in  the  in  fixing  and  main- 
rig  rate*.                             .-It'  in  the  event  of  rate  wan. 
The   Southern    pa.-i:                , d    in    this   respect   fron 
acquisition  of  Morgan's  Louisiana  and  Texaa  Railroad  and 
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Steamship  line;  for  possessing  the  only  through  route  un- 
der a  single  management  from  New  York  to  San  Fran- 
cisco,  it  was  for  years  able  to  dominate  the  transrontinen- 
tal  rate  situation.  Tin-  end  frequently  sought  is  an  inde- 
pendent entrance  into  a  large  city.  Tims  it  \\as  fur  its 
valuable  terminal  properties  that  the  New  York  and  Har- 
lem was  taken  over  by  the  New  York  Central  in  1873. 
Instances  such  as  this  could  be  cited  at  length.  The  Penn- 
sylvania in  1871  leased  the  United  Railroads  of  New  Jer- 
sey on  terms  which  the  directors  admitted  were  " onerous/' 
in  order  to  obtain  a  direct  route  between  Philadelphia  and 
New  York.  For  the  same  reason  the  Delaware,  Laeka- 
wanna,  and  Western  in  1868  leased  the  Mi  .iris  and  I. 
running  into  Hoboken;  and  the  Reading  in  1901  ae<juind 
control  of  the  Central  of  New  Jersey,  with  valuable  ter- 
minals in  Jersey  City.  To  reach  Chicago  the  Northern 
Pacific,  under  the  Villard  regime,  leased  the  Wisconsin 
Central;  and  with  the  same  object  in  view  the  Northern 
Pacific  and  the  Great  Northern  in  1901  jointly  acquired 
control  of  the  Chicago,  Burlington,  and  Quincy.  The 
Atchison  took  over  the  San  Francisco  and  San  Joaqnin 
Valley  in  1899  for  its  terminal  properties  on  San  Fran- 
cisco bay.  For  a  similar  reason  the  Goulds  in  1902  pur- 
chased control  of  the  Western  Maryland,  with  valuable 
harbor  facilities  at  Baltimore.  It  should  be  understood 
that  not  all  the  lines  acquired  for  this  reason  have  been 
comparatively  small.  The  Burlington  has  a  greater 
mileage  than  either  the  Great  Northern  or  the  Northern 
Pacific,  and  nearly  as  much  as  both  combined.  The  Union 
Pacific,  operating  5000  miles,  in  order  to  acquire  an  out- 
let to  San  Francisco  by  means  of  the  Central  Pacific,  in 
1901  purchased  control  of  the  entire  Southern  Pacific  sys- 
tem of  over  8000  miles.  With  the  development  of  a  science 
"I"  rail  mad  economics,  administrative  efficiency  no  longer 
serves  as  a  motive  of  consolidation.  Furthermore,  it  is 
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|...mt,-d  ,,ut  by  Doctor  \v    X    |  i, .a  since  about  1890 

the  tendency  has  been  toward  operation  in  Mimll*  r 

\\ith  th.   view  to  higher  efficiency;  also  tbat  with  the 
e\  Mian  linen,  none  of  the  recent 

••••mliiiiatioiiB  have  attempted  with  the  traffic 

organizations  of  count  it  u<  nt   hn.-s.18 

Rev  n  waa  early  nought  aa  an  object 

of  consolidation.     Thin  at  Brat  took  the  form  of  ext< -nding 
ace,,iMiimdatiniis  tn  ••..nii.Ttin^  lin.-s  in  ..rd.-r  !••  r.  in-.-.,    th- 

inducements  to  the  construction  of  rival  roads.    The  next 

was  the  elimination   -:'  r..tnp.-titi<>n  in  the  same  t 

It  was  with  this  pur|-,>,-  in  \\.-\\-  that  Cornelius 
-rhilt  in  1867  made  his  unsncceaaful  attempt  to  get 
•1  of  t!  and  subsequently  acquired  both  tin* 

West  Shore  and  the  "Itiekfa   i'late.'f  New  Jersey 

railr*  ng  between  Jersey  City  and  New  Bruna- 

•ni|M  titi.-n  with  the  Camden  and  Araboy,  was  in 
1867  taken  over  as  a  constituent  in  the  United  Railroad* 
of  New  .1  of  the  Galena  and  Chicago 

i  and  tin   Chi. -ago  and  Milwaukee  in  ill.-  Chicago  and 
:  \V.  st«  rn  in  1865  was  undertaken  fnr  the  purpose  of 
••liininatinir   .-ninprtitinn.     In    is!»r>    the    New  York,   New 
i  took  advantage  of  the  embarrassment 
s  rival,  the  New  York  and  New  England,  and  pur- 
chased control  of 'that  company.     The   Union  Pacific   in 
1903  1  a  dominant  interest  in  the  San  Pedro,  Los 

Angeles,  and  Salt  Lake  to  prevent  the  invasion  of  a  t 

•\hi-h  it  regarded  as  pei-uliarly  its  own. 
Speculative  Cains. — Those  forms  of  consolidation  which 
invnlv.    t)i<    issue  of  new  securities  afford  an  opportunity 

which    has   been   seldom    overlook* 
lative  motive  to  cons  i.  hut  it  Ls 

impossible  t<.  determine  the  imjmrtanee  of  this  motive  even 
in  a  particular  case.    The  New  York  Central  consolida- 


urtrial  commiMion,  XIX,  309,  188, 
90 
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tion  of  1853  resulted  in  a  large  issue  of  inflated  shares,  but 
however  much  the  prospect  of  speculative  gain  may  have 
aided  the  work  <>t'  the  promoters  in  hrin«rin«:  tin-  various 
interested  parties  into  the  agreement,  it  is  certain  that  the 
change  was  effected  for  commercial  and  not  financial 
reasons.  The  closing  years  of  the  nineties  were  remark- 
able t«>r  the  rapid  progress  of  consolidation  of  industrial 
corporations,  and  it  was  only  natural  that  after  the  su- 
preme court  had  fastened  upon  the  railroads  the  bunion 
of  the  Sherman  anti-trust  act,  those  whose  training  had 
fitted  them  for  the  unloading  of  securities  upon  the  public 
should  turn  their  attention  to  railroad  consolidation. 
Thus  the  Moore  brothers,  with  their  associates  in  the  pro- 
motion of  the  American  Tin  Plate  company  and  other 
great  industrial  combinations,  obtained  control  of  the  Chi- 
cago, KOI -k  Island,  and  Pacific  in  1901,  and  built  up  the 
great  Rock  Island  system  in  accordance  with  a  plan 
wh.-reby  the  public  furnished  the  money  while  they  en- 
trenched themselves  in  a  position  where  their  control  is 
practically  secure  from  attack.  Obviously,  this  was  a  case 
where  the  motive  was  largely  speculative.16 

Forms  of  Consolidation. — The  earliest  consolidations 
took  the  form  of  direct  union  or  fusion  of  the  share  capi- 
tal, properties,  and  franchises  of  two  or  more  railroads  in 
a  single  corporation.  This  plan  was  followed  at  the  or- 
ganization of  the  New  York  Central,  when  each  of  the 
constituent  companies  gave  up  corporate  identity,  and  their 
shareholders  exchanged  their  certificates  for  shares  in  the 
consolidated  company.  Other  instances  which  may  be 
cited  are:  the  union  of  the  Boston  and  Worcester  and 
the  Western  to  form  the  Boston  and  Albany,  and  of  the 
New  York  Central  with  the  Hudson  River  to  form  the 
New  York  Central  and  Hudson  River  railroad.  A  modi- 

i«  See  Keys,  "The  Newest  Rail  P.M.  I  Powwr,"  WorWt  Woti 
13. 
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IS    IlirthiNl    IS    tin-    ML   !  'I.,-    at,-., rj.tion  Of 

IH   by  aii"tli«-r    \\lu.h    i, tain*  iU 

.tfll    IllodifiraUoaa 

in    tin*    riial.i 

cage    I'muM  the  MIKM  and   Ro«-k    I, 

<i  the  Khan*  of  tt>. 
porat  M.nd'-d    iiiN 

tin*  Galena   and    Chicago   Union.     Similarly,  the 

New  York  Central  absorb  .ufTalo  and  Niagara  Palls, 

the  Niagara  FalU  ai  an.l  th.-  Rochester  and 

•  in   iw,  i,y  it..-  .-..M\.  rsion  of  the  shares  of 

thea*  area  of  the  New  York  Central. 

Kansas  1  md  tin-  Prnxvr  I'a«  itir-  were  merged 

in  th.    (Hi. .n  pa.iti.    in  1880.    Of  theae  two  methods 

may  be  said  to  have  almost  gone  out  of  use, 
Nut   the  merger  b*  still  ••inp|,.\,-,i.  usually  in  eases  v 

ownership  of  a  subKidiary  line  has  been  obtained 
through   the  gradual  arquiMt mn  of  its  entire  share  cap- 

Conveyance. — Sales  of  property  by  one  railroad  to  an- 
oth.r  seldom  takes  place.     In    1!K)2,  how«-v»-r.   tin-  II 
Central   pun-ha-s.-d   thr   (V.-ilia   branch  in  Kentucky 

."uisvillc  and  Nashville.  On  the  other  hand,  sales  of 
railroad  property  und.-r  foreclosure  have  been  only  too 
common.  A  large  part  of  the  mileage  of  some  systems, 
notably  the  Southern,  was  acquired  through  this  means. 
The  !  l^iT  thus  a.-.juiivd  tit  It?  to  the  1 

burgh  and  Steubenvill.v     In  1>7:>  the  Chicago  and  Alton 

hased  the  property  of  the  Chicago  and  Illinois  K 
and  in  1898  th<>  Illinois  Central  succeeded  to  the  owner- 
ship of  the  bankrupt  Chesapeake  and  Ohio   Southwest- 

Share  Ownership. — A  railroad  may  hold  shares  either 
for  purposes  of  investment  or  to  secure  control  of  sub- 
sidiary properties.  In  the  former  case  there  is  alwaya 
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opportunity  ulatinn  on   llir   part   ..I'  direct  M,  ami 

tli.-  possibility  that  shares  purchased  "lor  inoom**"  may 
so  fur  .1.  rim,,  as  to  represent  a  loss  to  the  cmupai  \.  The 
looses  in  values  sust aim d  1>\  tin-  I'nion  I'acilic  (luring  l!M»7 
iipnli  its  Iar«rc  holdings  of  shares  repreM-ntrd  o\vr  twenty 

cnt.   upon  their  cost.     In  1899,  according  to  the  an 
nual    report    of    the    interstate   commerce   coiniuissiou    <>n 
the    statistics    of    railways,    the    railroads    of    the    I'nited 
StaU-s  held  *  1,207,498,299  out  oi  the  total  15,011,726 

of  railroad  share  capital  outstanding.  By  1909,  accord- 
ing to  the  same  authority,  their  holdings  had  increased 
to  $3,573,566,572,  while  the  total  share  capital  outstand- 
ing had  risen  to  $7,686,278,545.  Until  1906  tin  railroad 
bonds  held  by  railroad  companies,  as  shown  by  these  re- 
ports, had  never  reached  ten  per  cent,  of  the  total.  In 
that  year  the  amount  was  $641,305,030.  This  is  evidence 
that  whatever  the  practice  of  particular  compan 
railroads  hold  securities  not  for  income  but  for  control. 
Additional  light  was  thrown  upon  this  point  by  the  special 
report  of  the  interstate  commerce  commission  on  inter- 
corporate relationships  of  railways  in  the  United  States  as 
of  June  30,  1906,  published  in  1908.  This  report  was  pre- 
pared from  data  which  it  was  impossible  to  obtain  l>< 
tin  enactment  of  the  Hepburn  law.  It  showed  that  out  of 
a  tntal  of  $8,884,234,925  of  railroad  share  capital  outstand- 
ing, the  railroad  companies  themselves  owned  $4,114,851,- 
990,  or  forty-six  per  cent.  .  Of  the  funded  debt,  they  held 
but  $1,440,360,507  out  of  $9,342,961,476,  or  fifteen  per  cent. 
Of  these  amounts  only  $440,519,546  of  share  capital  and 
$38,990,634  of  funded  debt  represented  securities  of  rail- 
roads outside  the  system  of  which  the  owner  corporation 
was  a  part,  and  the  statistician  of  the  commission  observed 
that  * '  The  striking  preponderance  of  stock  holdings,  which 
amount  to  92  per  cent,  of  the  total  holdings,  would  lead  to 
the  conclusion  that  pure  investment  is  not  the  purpose  pri- 
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marilv  held  in  mind  i.y  railway  corporationji  in  purchas- 
ing  securities  outside  their  own  system*"  1T 
Cot  ownership  is  the  method  most  com- 

!»l«l..\vd  in  li.-ld  L.tfrth.-r  the  different  parU  of  a 

system     Tin    ,  n,|  may  be  obtained  through  in.ii\i<iuul  or 

.1  dominating  interest  in  the  several 

ions,  as  in  the  ease  of  the  New  ^  tral.  th- 

Lake  Shore  and  Michigan  Southern,  an<l  tin-  Michigan 

('.Fit 

ami  the  li  nal  and  Great  Northern, 

to-day.  )>y  the  Goulds.    Or  it  may  be  brought  about  through 

ncrship,   as   in   tin-   '-as.-  «•!'   tin-   Colorado    Midland 

and    the  Colorado  and 

i      I '.u!  these  are  among  the  exceptional  eases. 
Acquisition  of  Shares. — Shares  for  control  may  be  ob- 
tained in  various  ways.    They  may  be  purchased  upon  the 
market  or  »li  .ividual   shareholders.   ,,r   they 

may  be  taken  n.-,-  \\ith  a  formal  agreement 

r  the  exchange  of  securities,     v.  1\    a 

small  am- 'iint  Is  outstanding,  they  may  be  purchased  for 
cash  without   in«-miv*-ni<-nr,»,  hut  it  is  only  in  exceptional 
cases  that  a  railroad  has  a  surplus  sutlici'-nt  to  allow  much 
i  in  th.    matter  of  paym.nt.      Kv<  n  the  Union  Pa- 
wit  1 1  n.  :  made  large 
shares  in  1906,  was  C«.IU|M  ll.-d  to  seek  addi- 
tional funds  tlir.'iiL'h  an  issue  of  bonds  in  1908.     The  Chi- 
cago and  Alt. .11  a«iuin  d  full  eontrol  of  the  Alton  and  St. 
<  MI   ls«>.   in  a«-r. .nlaiuM*  with  a  plan  adopted  several 
years  before  by  which  a  cash  fund  was  set  aside  each  year 
•ii.-    purchase   of  shares  an  oppnrt unity 
is  occasion  tW  haste  or  st.-alth  in 
Mini:  cmitn.l.   tlic  use   nf  cash   is   MM;  The  di 

rectors  of  the  Chieago  and  Nmth  Weatem,  upon  plea  of 
necessity,  purchased  «•..!,-  «         -••  and  Milwau- 

Intercorporato  lU-lmtion»hi|»«  of  Railways,"  36-7,  46, 

893 


1!  A1I.KOA1)  FINANCE 

in  1865  without  delaying  to  seek  authority  I'mm  the 
shareholders.  Th.-  I'.altiimnv  and  Ohio,  and  the  Pennsyl- 
vania in  1^1.  * -imaged  in  a  contest  for  the  control  of  the 
Philadelphia.  \Yilmington,  and  Baltimore,  \\hieh  was  won 

by   tlie   lYnnsylvaiiia.  but  at  a  COSt  of  aboi,  '0.000  in 

cash.  Part  of  this  sum  was  subsequently  made  up  by 
means  of  a  bond  issue,  and  part  through  the  sale  of  new 
shares.  When  control  is  acquired  by  means  of  an  ex- 
change of  shares,  an  increase  of  capitalization  is  necessary. 
In  1899  the  share  capital  of  the  Union  Pacific  was  in- 
creased $27,000,000  to  provide  for  an  exchange  with  the 
shareholders  of  the  Oregon  Short  Line;  and  the  Missouri, 
Kansas,  and  Texas  issued  $2,500,000  of  new  shares,  the 
same  year,  to  exchange  for  shares  of  the  Kansas  City  and 
Pacific.  The  Denver  and  Rio  Grande,  after  having 
served  large  amounts. of  its  own  share  capital  to  exchange 
for  control  of  the  Rio  Grande  Western,  effected  its  pur- 
pose in  1901,  but  in  addition  to  the  shares,  it  turned  <>vr 
part  payment  in  cash  and  part  in  consolidated  bonds. 

Collateral  Trust  Notes  as  Aids  to  Consolidation. — Shares 
purchased  for  control  must  be  retained,  but  they  may  be 
hypothecated  or  pledged  as  collateral  for  loans,  or  they 
may  be  placed  in  trust  as  collateral  security  for  an  issue 
of  bonds.  By  this  means  control  is  cheapened,  for  the 
greater  part  of  the  original  outlay  is  restored  to  the  work- 
ing capital  of  the  company.  The  collateral  trust  bond  is 
based  upon  the  same  principle  as  the  ordinary  seemed 
note.  Its  use  is  not  new  in  railroad  finance,  but  in  the 
period  of  consolidation  which  began  about  1898  and  ended 
in  1907  it  was  employed  to  such  an  extent  that  it  came 
to  be  regarded  almost  as  one  of  the  indispensable  instru- 
ments of  railroad  consolidation.18 

It  is  the  usual  practice  to  issue  these  bonds  directly  in 

"See  Mitchell.  "Tli-  ('..ll.it. ,;,l  Trust  Mortgage  in  Railway  Fi- 
nance," Quar.  Jour,  of  Econ.,  XX,  443-54. 
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the  share*   u|*.n   \\hi.-h   they  are  secured. 

n   the  east  of   tin-   pur. -ham?  of  the  Lake 

..ii. I   Mi'-hii?an  Southern  and  the  Michigan  Geotrai 

u"..   liur- 

.iney    by    the    Great    N«  the 

:in.l  th.-  (Vntral  of  New  Jersey  by  the 
Reading  in  l'»<il;  and  also  of  the  Chicago,  Indianapolis, 
mid  I  '••  t'.v  tli.-  L«»ui.s\ill.-  and  Nashville  and  the 

The  South,  rn.  1  issued  guar- 

anteed shares  in  1901  in  exchange  for  shares  of  the  Mobih- 
;in« I   Ohio,  which  were  deposited  as  collateral  for  I- 
\\hi.-h  were  exchanged  for  bonds  of  the  Mobile  and  Ohio. 
An. I  th.    I  ninri   !  aratory  to  taking  over  work- 

ing control  of  the  South,  rn  Pacific  the  same  year,  sold  to 
its  sh.'in  h<»M  .>ar  first  mortgage  and  collateral  trust 

if  bonds,  and  with  tin-  fun<U  thus  obtained  pur- 
chased the  shares,  partly  up<>n  th.-  market,  but  mostly 
fmiu  Kuhn,  Loeb,  and  coni|  iin-<I  tin* 

shares     l  :<i     by     th.-      IIuntiri'_rt.  •  -.ford. 

Crocker,  and  Searles  t'amili.s      T!  ,-   Atlantic  Coast  Lin*> 
in   r.K)2  took  over  the  control  of  the  Louisville  ami  Xash- 
vilh-  frmii  .1.  P.  Morgan  and  eompatiy.  who  ha<l  j-u!-. -based 
the  shares  which  had  been  acquit.  <1  by  John  W.  Gates  and 
associates    upon    the    open    market.     In    return    it    gave 
ty  p«r  .nit    ..f  the  purchase  pri.-,-  in  collateral  trust 
!••  and  Nashville  shares,  five  per 
in  shares,  and  th.    balance  in  cash,  to  obtain  \vbi--h 
new  shares  were  issu>  Rock  Island  system  has  been 

built    up    mainly   through   the  use  of  the  collateral   trust 
In    1901,   soon   at'-  inir    into   e..ntr..l    «»f    tlie 

k   Island,  and  Pacific  railway  company,  the 
;s  a.-.jui  taw,  Oklahoma,  and  Gulf 

by  exchanging  cdlat.ral   trust  bonds  for  its  shares.     In 
v  organized  tb*   Chicago,  Rock  Island,  and  Pacific 
railroad  company  to  take  over  the  control  of  the  Chicago, 
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Rock  Nand.  and  1'aeilie  niHu-nif  company,  and  to  aeojiire 
the  shares  which  were  still  in  tin-  hands  of  tin-  public. 
Their  purpose  \vas  accomplished  l>y  means  of  a  compli- 
cated plan  whereby  each  shareholder  of  the  old  company 
was  offered  in  •  \chan'_r<-  I'or  his  shares,  their  par  in  «•••! 
lateral  trust  bonds  with  a  bonus  to  the  same  amount  in 
shares.  Th.-se  lharei  did  not  n-present  ownership  in  tin- 
new  railroad  company,  but  in  the  I\o.-U  Nand  company, 
which  had  been  or<_rani/.ed  for  the  express  purpose  of  hold- 
ing all  of  its  shares.  In  inn.")  the  St.  Louis  and  San 
Francisco  acquired  a  majority  interest  in  the  Chicago  and 
Eastern  Illinois.  «rivin<_:  in  exchange  for  the  ihareo,  int 
hearing  stock  trust  certificates,  whieh  are  similar  in  char- 
acter to  collateral  trust  bomU 

Acquisition  of  control  is  simplified  in  cases  where  a 
large  block  of  shares  may  be  purchased  1'n.m  a  single 
holder.  The  Richmond  and  Danville  obtained  control  of 
the  Northeastern  of  Cenrgia  in  1881  through  a  purchase  of 
the  majority  interest  held  by  the  city  of  Atln-ns;  and  the 
Gould  entrance  into  Baltimore  in  11)02  was  eflVrted  when 
the  control  of  the  Western  Maryland  was  purchased  from 
that  city.  In  1883  the  Chicago,  Burlington,  and  (L>uiney 
obtained  from  Jay  Gould  a  controlling  interest  in  the 
Hannibal  and  St.  Joseph;  and  in  1889  a  syndicate  repre- 
senting the  Cleveland,  Cincinnati,  Chicago,  and  St.  Louis 
purchased  control  of  the  Chesapeake  and  Ohio  from  Collis 
P.  Huntington. 

Minority  or  "Working"  Control. — It  is  not  necessary  to 
own  a  majority  of  the  share  capital  of  a  company  to  con- 
trol its  management.  A  concentrated  minority  interest 
may  exercise  practical  control  by  virtue  of  proxies  ob- 
tained from  shareholders  in  sympathy  \\ith  its  policies,  or 
it  may  succeed  in  exerting  a  dominant  influence  because 
some  of  the  shareholders  neglect  l>oth  to  vote  and  to  give 
proxies.  It  is  only  in  rare  instances  that  the  shares  repre- 
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neoted  at  a  shareholders'  meeting  nin-uni   to  more  than 

Iks 

have  signed  \MI-  litigation  the  form  neat  them 

boa*  in  .  i,  irge  of  the  management  ompany. 

Pennsyl  s  able   to   control    the    Norfolk   and 

West  tt  uc  of  own 

of  tllf  sll  I'  that   c.  'I'll.'  ciimhilicd    hold- 

ings  ore  and  .n  s. uth.cn  and  the 

•  .i..  in  tin-  K  .unuunU  to  somewhat 

Hi  .  l"it    it  in  sufficient   •  control. 

The  rhieairo  in  i    the 

Khar.  ill-  ChiotgO,   .Minn.Mpoiis.  St.   Paul,  and 

Omaha,  uith  a  raj. it. .1  ol  |29f818v866  out  fending,  hut  \tith 
tli.-  holdings  <»f  a  single  \V.  Vand.-rhilt,  who 

owns  $1,500,000,  its  control  is  absolute.  Up  to  1907  th- 
Lake  Shore  and  Michigan  South. -m  rontr.)ll.'<l  the  Cleve- 
land, Cin<  innati.  Chicago,  and  St  Louis  in  a  similar  man- 

'tit  it  now  holds  a  majority  of  the  share  capital  in  its 
corporate  The   Goulds   ha  the 

Mis*  and  the  Denver  and  I  nde,  but 

because  of  the  support  of  the  RocketMln-  h..l« lings.  The 
Until. 1  i!  -  .Missouri  Paeitie  amounts  to  only 

$20,215,000  out  of  $77,407,860  outstanding.     In   11" 
was  brought  out  in  the  (iouUl-Ramsay  contest  for  the  con- 
sh  that  the  Goulds,  owning  only  about  a 
third  •>!'  the  shares,  were  able  to  attract  proxies  sufficient 
to  r<  ir  mast'  the  affairs  of  the  company. 

Th<    I'nion  Pacific  controls  the  Southern  Pacific  with  out- 

IMLT  capital  of  >  -h rough  the  ownership  of 

$126,610,000,  or  less  than  half  its  share  capital      In  the 
course  of  his  testimony  before  the  interstate  commerce 
commission   in  1907,  Edward   II     Harriman  said  that 
all  practical  purposes  thirty  per  cent,  of  the  shares  of  a 
railroad  held  as  a  unit  was  sufficient  to  insure  control 
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Minority  Control  and  Stock  M«rk<l  *'  //aids."— Tin-  his 
tory  of  railroad  finance  is  replete  with  episodes  which 
show  that  while  a  minority  interest  is  ordinarily  suffi- 
cient to  give  working  control,  there  is  always  a  possibility 
that  a  rival  interest  may  be  built  up  to  contest  for  that 
control.  Cornelius  Vanderbilt  in  this  manner  bought  his 

into  the  N'ew  York  Central  in  iMiT.  and  his  son.  W.  II. 
Vanderbilt,  in  1879  acquired  the  Michigan  Central  through 
purchases  in  the  open  market.  J<>lm  \V.  Gates  in  1!"'j 
obtained  a  majority  interest  in  tin-  Louisville  and  Nash- 
ville by  one  of  the  most  notable  coups  ever  carried  out  on 
the  stock  exchange.  In  the  same  manner  the  Moores  cap- 

i  the  Chicago,  Rock  Island,  and  Pacific  in  1!MH,  and 
nearly  succeeded  in  their  attempt  to  acquire  the  Chicago 
and  North  Western  the  following  year.  With  the  aid  of 
Kdwin  Hawley,  they  were  able  in  1904  to  wrest  from 
Harriman  the  control  of  the  Chicago  and  Alton  by  build- 
ing up  a  rival  minority  interest  which  was  eventually  in- 
creased to  a  majority.  This  road  had  already  been  the 
subject  of  a  similar  contest  in  1899,  when  a  syndicate  <-i im- 
posed of  E.  H.  Harriman,  George  J.  Gould,  James  Still- 
man,  of  the  National  City  bank,  and  Mortimer  L.  SehifV, 
of  Kuhn,  Loeb,  and  company,  obtained  enough  shar 
enable  them  to  oust  the  Blackstone  management.  The, 
Kansas  City  Southern,  for  several  years  a  Harriman  prop- 
erty, was  taken  over  in  1905  by  Herman  Sielcken,  who  had 
acquired  in  this  country  and  in  Holland  sufficient  certifi- 
cates to  accomplish  his  purpose  at  the  expiration  of  the 
voting  trust. 

Tendency  Toward  Absolute  Ownership. — There  is  a 
growing  tendency  in  the  direction  of  acquiring  absolute 
ownership  of  subsidiary  companies.  When  all  the  shares 
of  such  a  company  are  acquired  they  may  be  cancelled,  or  if 
it  is  desired  to  maintain  its  corporate  organi/afmM  they 
may  be  kept  in  the  treasury  or  deposited  in  trust.  The 
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New  Y'  y  differs  from  that  of  the 

i  aspect    It  has  held  all  of  the  ahare 
tai  of  the  Went  Shore  since  the  organization  of  that  com- 
pany  in  1885.  l>ut  it  haa  operated  it  aa  a  separate  property. 

Tii,-  l'.-ii!iN\l\.iiiia  having  obtained  absolute  <••  f  the 

ulelphia  and  Erie,  terminated  the  eriatanr*  of  that  cor 
porati  M  in  1907  an  its  property.  Surh  a 

change  ia  generally  tlmuirht  t<»  !..-  in  th.-  interest  of  econ- 
omy of  operation  l  "...  Milwaukee,  and  St.  Paul 
hat  always  pursued  this  policy.  Thus  in  1893  it  obtained 
a  deed  to  the  proper  mkee  and  Northern, 
absolute  ownership  of  whi.-h  it  had  acquired  in  1891. 
Tin'  Delaware  and  Hudson  in  1908  purchased  the  last  out- 
standing share  of  the  New  York  and  Canada,  in  order  that 
it  niiirht  do  away  with  the  expense  of  maintaining  the  or- 
ganisation of  that  company  In  the  same  way  the 
Southern  Pa<  Chicago,  Burlington,  and  Quincy,  the 
Chicago  and  North  Western,  the  Ai.-lii.snn.  th.-  D.-nv.-r  and 

•Irainle.  th.    Miss,,un  and  the  Erie  have  taken 

steps  to  siMij.lit'y  the  relationship  of  the  ios  under 

their  contr..!      It    is  th.-   j.ra.-ti.v  of  the  New  York,  New 

n.  :md  Hartford  in  thus  merging  subsidiary  lines  to 
issue  bonds  for  betterments  in  th.-  name  of  the  old  com- 
pany prior  to  ending  its  corporate  M<  ntity  In  this  way 
th.-  Ixmds  are  given  the  stability  and  the  security  attach- 
ing to  a  divisional  li.-n.  The  growth  of  the  New  Haven  as 
a  compact  system  has  been  encouraged  by  the  Conner 

if  \\hi.-li  authorizes  the  condemnation  by  a  railroad 
company  of  the  outstanding  shares  of  a  corporation  in 
uhi.-h  it  has  a  tlm-r  fmirths  int.  rest.19  This  law  was  sus- 
tained in  1907  by  the  United  States  supreme  court.*0 

The  Lease  as  a  Means  of  Consolidation.— The  purpose  of 
actual  consolidation  may  be  effected  by  means  of  a  lease, 

i»l..   IMS.  c.  232;   On.  aUt,   1902,  SSM4. 

!!..  203U.  8.,  S72. 
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or  the  transfer  for  stated   payments  of  the  property  Mini 
fran<  cnrpnration  to  another  for  a  term  <•!'  years 

or  in  perpetuity.  This  method  has  been  adopted  I 
variety  of  reasons.  One  of  these  Is  tin-  diili< -uli\  <»!  re- 
ducing to  a  eommon  ha.sis  tin-  securities  of  the  different 
corporations.  Another  and  more  potent  reason  is  j>opu- 
lar  Opposition  to  actual  consolid.it  ion,  which  has  been  a< -live 
in  such  states  as  Texas  and  Minnesota.  I'.ut  wliile  inde- 
pendent  lines  have  been  taken  over  in  numerous  instaneex 
under  this  form  of  agreement,  the  lease  is  most  often  em- 
ployed as  an  administrative  device  to  promote  the  har- 
monious operation  of  the  different  parts  of  a  system  con- 
trolled by  virtue  of  share  ownership.  Thus  the  New 
York  Central,  with  absolute  ownership  of  the  West  Shore. 
operates  that  property  under  a  lease  for  a  term  of  I7f> 
years.  Such  an  arrangement  amounts  to  practical  con- 
solidation. 

Terms. — The  period  for  which  a  lease  may  run  varies. 
The  term  may  be  for  only  a  few  years;  it  may  extend  to 
the  end  of  the  corporate  existence  of  the  lessee;  or  it  may 
be  specifically  without  limit  as  to  time.  Leases  are  fre- 
quently executed  for  ninety-nine  years,  a  practice  wliieli 
according  to  competent  authority,  is  due  to  force  of  tra- 
dition reaching  back  to  Roman  law,  which  assumed  one 
hundred  years  to  be  the  longest  term  of  human  life.-1  Tin- 
lease  of  a  subsidiary  corporation  is  usually  for  a  longer 
term  than  is  possible  to  obtain  when  the  levee  is  compara- 
tively or  wholly  independent.  But  the  Pennsylvania, 
which  leased  for  999  years  the  Philadelphia  and  Krie,  the 
Harrisburg  and  Lancaster,  the  Pittsburgh,  Port  Wayne, 
and  Chicago,  and  other  controlled  lines,  also  took  ovor  tin- 
independent  United  Railroads  of  New  Jersey  for  the  same- 
period. 

"  Baldwin,   "American   Railroad   Law,"  457. 
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Long  Term  LeaMcg  a*  Preliminary  to  Merger*.  —  Lung 

levee  thereby  m.  ing  corpora* 

the  lease,  as  in  the  ease  of  the  merger  of  the 

»<J7.    The 

Beloit  .iii.l   V  h  liad  been  li.-ld  und.  r  p-  ?•;•••,. 

lean  ago  am)  North  \\Vsti-rn,  waa  absorb 

igo  and  Ali-.n  opanrtsj  -  \  ral  of  iu  sub- 

leases in   perpetuity     In    IKVJ  the 

•_'«'.  Milwaukee,  and  possession  of 

•it  m*  share  capital  of  the  Western  I  'nimi  railroad,  in 

'i    it  had  owned  a  major-it-.  yean. 

Unable  uii'!<  r  tin-  laws  of  Illinois  to  take  o\.  r  t!»«-  property 

by  (i  (1  a  lease  for  a  nominal 

con.v  n  for  a  term  of  999  years." 

Rentals.  —  Lease  rentals  may  be  contingent  upon  earnings, 

or  tl  form  of  guaran  yments  of  in- 

terest and  dividends  upon  th«-  nutstari.iiriL'  smiritifs  of  the 

lesser     T1  •    Chicago,  Rock  Island,  and  Pacific  leased  tin- 

ilk  and  Des  Moinea  in  1878  for  thirty  -live  per  cent. 

<«s  earn  1  the  Des  Moines  an  Dodge  in 

1888  for  a  rental  of  tin  .-rnt.      1  d  whi«  h 

>  I  \.-.ni,  -i  pays  under  its  leas*  Ilail- 

roada  of  New  Jersey  is  the  interrM  upon  ii...  bonds  and  a 

ti-n   |.«-r  eent  divi.l.-nd  upon  tin-  share  capital      Th.-  New 

Central  guarantees  a  dividend  of  ,-iL'lit  per  rent,  upon 

the  shares  of  the  Boston  and  Albany  and  interest  upon 

its  bonds.     The  Haiti  more  and  Ohio   agreed   to  pay   the 

<Vntr      0        a  rental  «.f  thirty-five  P<T  f  proes  earn- 

ings for  five  years  after  18f>f>.  and  t 

arrangement  is  in  efLvt  be- 
tween the  Cineinn.i!  i.  New  Orleans,  and  Texas  Pacific  and 


try.  "Organ,  and   Iliit  of  the  Chicago,  Milwaukee,  and  8t 
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the  Cincinnati  Southern.     Hut  when  in  1878  tin- 

1<  ;iM><!  the  Denver  and  Rio  Grande,  the  agreement  provided 

for  a  rental   beginning  at  forty-thm*   per  rent.   «»r 

« .icnings,  but  to  be  gradually  reduced  to  a  minimum  of 

thirty-six  per  cent. 


CUM  VI 

OON80I.II'\II"S 


Railroad    Trutt    Proposed.—  Charlea    Fisk    B*i' 

known  a§  the  author  of  a  number  of  standard  legal 

treatises,  propoaed  in  1889  the  formation  of  a  railroad  • 

'he  operation  of  all  th«-  railn-a.N  in  a  given 

means  of  an  association  !>•  tween  the  share  owners  of 

eonn«vtiiitf.   parallel  or  competing  lines  —  associations  be- 

tween  tli.    r;n  I  \\a\s   tin  in  selves,  <  officials,  having 

proved    b  This    suggestion    he    accompanied 

with  I'timis     'The    association    contem- 

1    must   be  between   the    individual  stock- 

holders or  stock  and  bond  holders,"  said  he,  "and  not  at 

all    between    tin-    railway    corporations    themselves.    The 

must  be  absolutely  independent  of  the  t 
and  wholly  separate  and  apart  from  This  plan  con- 

lat«l   tin-  division  of  the  country  into  sections,  and 
section  of  a  separate  trust 

These  sereral  trusts  could  all  be  inter-associated  and  work 
together  to  a  common  end.  In  each  case  there  might  he  created 
a  mint  hoard  .  .  .  which  should  act  as  a  committee  of  the 
whole  In  ili-trriulnliiK  tin*  |«olN-y  of  tli««  truM.  l.ut  to  be  subtil 
Into  aa  many  sub-rum  mit  tit*  .  .  .  as  tin-re  are  roads  to  be 
operated.  A  majority  at  least  of  the  stock  of  each  of  tin- 

roads  should  then  be  conveyed  absolutely  to  the  trust,  ami  tlu-  1  UN- 
taken  In  the  names  of  these  suh-conmiltteem  the  stock  of  each  road 
to  be  In  the  name  of  a  different  commit  t»v.  to  be  registered  on 
the  books  of  the  corporation  In  tli.-ir  individual  name*,  and  to 
be  held  i.v  tiirm  i-.r  i!..-  purposes  declared  in  th«>  -!-tl  of  trust 
ills  stock  no  conveyed  to  tin  UUM  tliere  shall  be  leaned,  aa 
naoal.  miM  ,-,-rtiti.  ;.t.-s  .  .  r  rlty  shall  elert  a 

board  of  directors  and  operate  the  property.    .    .         Each  road 
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will    thus    mnlntMln    it<    «.r|>onte    •  •ruMniy.-ilimi    anil    «  :irrv    <>n    its 

M    iihli'|H-iii|i'iitly      .      .      .      :i-    tlmuL'li    tliciv    unv    n<»    tru-t. 

l»i\i(U»iids  Bboulil.    in  «>very    instaiir.-.   I..-  »l«-«-l;i:  ly   mi  th»» 

stock  of  each  road  as  <>:inir,i.  :imi  |.;ii.i  orer,  MS  U-UMI.  directly 

oMrr     MS     tile  •'     "Ht- 

\\  ill    rwelTC    its    ,|i\  i,|,.n.l    .lire,  tly.    MIL!    tin-    <li\i 
(lends  on  tin-   st...-k    in.  lu.ic.l    in    the   trust    will   !»«•   p:ii<l    into   tin- 
trust  and  be  re-distributed  on  tbe  wrtifn -.-iti-s. 

In  tliis  in.inner  there  was  to  be  created  "a  voluntary  nn- 
in.-nrpni-ated  association  between  tin-  owners  of  ;i  majority 
of  tin-  stock  of  the  allied  lines,"  and  the  inducements  to 
sneh  an  oriranixatinn  were  declared  to  he:  "economy  in  tlie 
operation  of  the  associated  linos;  the  suppression  <»|'  the 
competition  of  reckless  and  insolvent  rivals,  in<  ludin«/  the 
prevent  inn  of  rate  wars  and  rate  cutting;  the  prevention 
of  over-building,  involving  wholesome  restraint  upon  specu- 
lative construction;  .  .  .  the  protection  of  each  road 
from  the  encroachments  ot  its  rival;  the  protection  of  all 
the  lines  in  the  construction  of  necessary  branches  and 
feeders,  and  the  protection  of  the  public  in  the  const  met  ion 
of  now  lines;  the  maintenance  of  steady  rates,  leaving  the 
railways  to  compete  in  facilities  only  and  not  in  i 
.  .  .  the  protection  of  the  weaker  lines,  and  an  arn  M 
of  the  tendency  toward  their  absorption  by  the  stronger 
systems,  and  finally  a  stay  in  the  progress  now  certainly 
making  toward  governmental  interference  and  opera- 
tion 

Hut  while  this  plan  was  based  upon  a  recognition  of  the 
economic  truth  that  the  business  of  a  railroad  transporta- 
tion is  essentially  monopolistic,  it  was  foredoomed  to 
f.'iilnre,  not  only  because  of  the  unreasoning  fear  of  tin- 
public  of  anything  in  the  guise  of  a  trust,  but  also  because 
the  people  and  the  courts  have  persisted  in  regard in«_r  un- 
restrained competition  as  the  sole  remedy  for  all  tratii. 

1  /.Viilieay  and  Corp.  Law  ./our.,  VI,  01-3. 
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evil*.    And,  a*   President    II  .dh-y    ha*  observed   in   this 
connection,  the  year  1889  waa  "a  bad  year  for  truv 
The  l  decisions  sine*  about  that  time 

baa  been  dr«  i  verse  to  any  arrangement  count i tut 

ing  a  partn.-r>hip  ..f  corporations,  up  -n  the  ./in..!  that  it 
i   uitii  thf  scope  an<l  purpitfe  of  a  corpora* 
•t  it   int. -rf.  re*  uith  the  management  of  a  corpo- 
own  officers;  tii.it   it   impairs  tin*  author: 
ami  that  it  is  contrary  to  pul.li.-  p.'licy  aa  in- 
volving the  del. -gat  inn  «.f  «-<»r|H)rate  powers  an«l  t! 

-n-.-li.|.iti.-n   «!'   iM.r|H.ratmns   in  defiance  of  atati. 
:tuth. -nf 

'•liny    Companies. — A     most  ive    agency    for 

•:n-_'  :i!".ut  practical  consolidation  has  been  found  in 
th.-  holding  . mnpany — a  corporation  \\hi.-h  holda  and  deals 
in  tin*  securities  of  otln -i  itiniis.  Su.-h  a  company 

may  be  a  finance  company  merely,  or  it  may  operate  the 
\\hi.-h  it  uirols.    A  railroad  company,  more- 
over, l>\    MI  tn.    of  extensive  ownership  of  securities,  may 
become  a   holding  company   in  .  \rrythin<r  l>nt   the  name. 
Id  ing  company  is  also  an  operating  company. 
\\i\-\  Ivania  company  charted  in  1870,4  to  take 
th.    lnus  of  the  Pennsylvania  system  west  of  1' 
M       Krom    ill,-    first    it    has   operated    the    1'ittslnirirh. 

'In  r  great  subsidiary 

lines,  the  Vandalia,  and  the  Tittshur^,  Cincinnati.  Chicago, 
and   St     l^mis  are  operated   l>\    th.-ir  o\\n  organizat 
nt ire  share  capital  of  the   Pennsylvania  compai 
heltl   h\    the  Pennsylvania  railroad 

The  SdiithtTii  Pacific  company,  holdini:  fee  title  to  nine 
miles  of  railroad,  controls  through  .share  ..\\n-rdiip  a  ays- 
tern  of  SS  many  thousand  miles.  It  is  a  Kentucky  corpo- 

i:«i1rmid   Pooln."  Quar.  Jour,  of 

ii*. 
•  i 

si 
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ration,   chartered    in    ISM  DOOltrata    Hie  ownership 

(if  the  railroads  hetween   San    Kraii.-isco  and  New  OH. 
and  1  controlled  l.y  Collis  I '.   llniitiiiir 

Leland   Stanford,  and   Charles   (Yorker.      These   three, 
\\itli  Mark  I  Inj.kins  and   K.  I'..  Crocker,  had  been  associated 
in  the  construction  and  management  of  this  great  system. 
K.    P>.  Crocker  was  the  first  to  die,  and  his  inter,  si    \\as 
bought  by  the  survivors.     In  1874  these  men,  cons-  i< 
approaching  age  and  desirous  of  husbanding  their  ener- 
gies, sold  an  interest  to  David  D.  Colton,  who  was  active 
in  the  management  until  his  death  in    ISTs.     Meanwhile, 
I  Inj.kins  aNo  had  died  in  1878,  and  upon  the  remarriage 
of  his  widow,  the  control  of  his  interest    passed   into  tin- 
hands  of  Edward  F.  Searles,  who  having  no  taste  for  rail 
roading    executed    his    proxies    in    favor    of    Hnntinjrton. 
Colton 's  interest  was  purchased  from  his  widow  by  tin  sur- 
vivors.0     Tile    <|iiestion    airaiu    presented    itself,    therefore. 
as  to  Ji  method  hy  which  these  men  could  relieve  themselves 
of  their  responsibilities  and  at  the  same  time  retain  their 
control.     To  Huntington  came  the  idea  of  a  holding  com- 
pany to  take  over  their  shores  in  the  various   properties 
and  issue  against  them  certificates  of  its  own.     In  order  to 
remove  themselves  as  far  as  possible  from  the  jurisdiction 
of  courts  and  legislatures   whose  attitude  was  often   hos- 
tile, it  was  decided  to  seek  a  charter  in  some  state  entirely 
outside  the  section  in    which   their   property   was   located. 
His  connection  with  the  Chesapeake  and  Ohio  had  enabled 
Huntington   to  acquire  influence  in   legislative  cin  I 
Kentucky,  and   for  that  reason  J;he  charter  was  taken  out 
in  that  state.7     The  new  company  took  over  the  manage- 
ment of  the  Southern  Pacific  system  proper  through  what 
was  known   as   the  "Omnibus"   leas,     in    1SH5,   and    also 
leased  the  Central   Pacific  the  sam<    year,  and  the  Oregon 

I.  •-.    MS.  oColtnn  v.  Stanford.  S-J  C;i! 

I'      '          <     ntr;.!     I'arifu-     Hailmad     Drl.t,"    55    Cong.    1    8C88.,    S. 
rep.  VI.  no.  J".  pp.  303-4. 
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and  .11  Iss;      The  "Omnium 

gated  in  IIM.I.  ti.Muu'i  M  nf  th,  lines  in 

Texan  bad  been  h-  rated  in  conformity  with  tin- 

law   Of   ti  ':••    Soil!! 

waa  org;<  "»J    to   take  over  the  aharea  of   the 

•  •ad  companiea  of  Calif"-  //ina, 

-•in.  I   New  Mexico.     It   is  pm  Ming  company,  and 

the  pniprrtii*  in  •  •••ntn.l  are  operated  under  leaae 

e  s.nith.  i  M  I'a.-itie  company,  which  holds  a  large  ma- 

ital. 

\  thinl  h.-ldiiiu'     »mpany,  which  waa  alao  an  operating 

Wis.-M-xin  <    riir.il  company.    This  waa 

incor  \Vbconsin  in  1887  for  the 

pin  l>oae  of  acquiring  ie  Wisconsin  Central  rail- 

road and  aeven  connecting  roads,  comprising  the  "Wis- 

consin   '  !.<}    Lines."     It    obtained    a    ma- 

st  in   each  of  these   companies,   and  began 

is  in  1888,  though  the  separate  operation  of  the 

»nain  Central   railroad  and  its  leased  line,  the  Min- 

nesota and  I.        \\  iuncbago,  was  continued.    A  receiver 

waa  appointed  for  the  Wisconsin  Central  railroad  in  1893, 

ami  in  th<-  reorganization  of  that   property  in  1899,  the 

Wisconsin   Central   company  disappeared. 

••  Great  Northern  railway  company  was  an  operating 
holding  company  until  1'"'7.  Its  forerunner  was  the 
Minneapolis  and  St.  Cloud,  chartered  by  the  territorial 
legislature  of  Minnesota  in  1856,  and  in  1869  authorized  to 
change  its  corporate  name  at  the  discretion  of  the  direc- 
tors. In  1890  the  company  under  its  new  name  leased 
for  999  years  the  St  Paul.  Minneapolis,  and  Manitoba 

xchange  for  its  own  shares  the  shares  held  by 

••oinpany,  representing  absolute  control  of  the  Montana 

Central,  the  Wilmar  and  ''alls,  the  Duluth,  Water- 

town,  and  Pacific,  and   th.-    Kastern   of  Minnesota.     These 

lines  it  alao  leas*  ••  1898  practically  the  entire  share 
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capital  of  the  "Manitoba"  company  lias  been  acquired  l»\ 
tin-  Great  Northern  hy  exchange  •  >!'  shares.  Late  in  I1."', 
tin-  Great  Northern  ;i«-«|nin-,|  tin-  title  to  the  property  of 

all  these  eouipan: 

In  1ST:*  the  Southern  Railway  Security  company  was 
organized  nn<ler  the  charter  of  the  Overland  Contract 
cnmpany,  granted  by  the  state  of  Pennsylvania  in  1871, 
and  roniVrrintf  all  the  powers  enjoyed  by  the  Pennsylva- 
nia eompany.8  T«>  this  company  the  Pennsylvania  rail 
road  turned  over  the  controlling  interest  in  the  East  Ten- 
nessee, Virginia,  and  Georgia,  the  .Memphis  and  Charles- 
ton, and  several  minor  lines  between  Richmond  and 
Charleston,  together  with  the  three-fifths  interest  in  the 
Richmond  and  Danville  whieli  it  had  bought  from  tin- 
state  of  Virginia  in  1871.  The  new  company  was  not  a 
success,  and  in  1876  it  disposed  of  practically  all  its  hold- 
ings except  the  Richmond  and  Danville  shares,  which  it 
finally  sold  when  in  1881  the  Scott  policy  of  extension 
southwards  was  abandoned.  This  was  a  finance  company, 
with  no  concern  in  matters  of  operation. 

Upon  regaining  independence  the  Richmond  and  Dan- 
ville adopted  a  policy  of  expansion,  but  as  it  was  limited 
I iy  its  charter  to  ownership  of  shares  in  connecting  lines, 
an  auxiliary  organization  was  necessary  for  its  purpose. 
This  was  found  in  the  Richmond  and  West  Point  Ter- 
minal Railway  and  Warehouse  company,  chartered  in  1880, 
and  endowed  with  ample  powers.9  By  means  of  shares 
purcfiased  in  the  name  of  this  company,  the  Richmond  and 
Danville  acquired  control  of  a  network  of  railroads  m  Vir- 
ginia, Tennessee,  North  Carolina,  and  Georgia.  In  1884 
it  obtained  an  amendment  to  its  charter  which  made  an 
intermediate  company  no  longer  necessary.  In  1886, 
therefore,  it  purchased  from  the  "Terminal  company"  the 

«L.  Pa,  1871,  no.  305;  1874,  appx.  1873,  no.  318. 
•  L.  Va,,  1880,  c.  238. 
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aecui  the  stihtfidtnt.x    lin.-*,  ami  wild  it*  controlling 

•  st  in  that  company.     The  Unas  acquired  m  tins  man- 
ner v,  n  leased. 

The  "Terminal"  romp.  :ft,  turned  about 

and   bought    control    «,f    tin-    !,  1    an.  I    hanwll. 

1889  1  substantially  all  the  aharea  of  thi* 

company,  ami  in   1  •»'••_'  \sh.-n  it   was  taken  01  ;i  re- 

•it  rolled  beaidea  the  Ki<-lmi<>n<l  ami   Danvill.-. 

tli.-   Kast  T'-nnessee,  .,  and  Georgia,  and  the  Cen- 

tral  Hailroad  .iii.l    r.-ifilvinu'  company  of  Georgia  —  a  sys- 

:»<MM>  miles,  \vhieh  was  operate<l  not   !•>•  th.- 

'tit   by  the  subtiiiliary   •••>!ii|>nnicH 

unilrr  th.-ir  M\S!;  ationH. 

Because  the  constitution  of  fl<M.?--ji.t   pmliil.it.  -,1  railroad 
companies  fr  liring  shares  of  MIT  lin.s.  the 

:  -any  in  1888  took  over  the  Central  ..1 
Georgia  thmuirli  th.-  •l.-.i-'jia  company,  an  int.  •nn.-.  hat.- 
holding  ized  und«  r  tin-  ^i-nrral  laws  of 

ioa    in    1^7.     Th.-    |]  1    nf 

Georgia  were  pln<-.«j  i?i  trust   l»y  tin-  <;«-nri:i.t  rMinpany  uith 
the  voting  power  in  the  name  <>f  th<-  "'I',  rrninal"  company, 
and  the   various  •  ..mpnnies  were  alao  connertc<l   tlmmirli 
th<    in.-.  li  um  of  leases,  but  the  arrangement  was  in 
condemn,  d  l)\   the  courts.10 

Bear]    nflmrd    in    H^l    in  t.'d  the  Oregon  and 

Transcontinental  ny    under    the    laws   of    Oregon. 

This  waa  a  finance  company,  organized  to  hold  the  aharea 
«»f  the  Or.  iron  Railway  and   Navur  ny.  of  \vhieh 

rd  was  ;  :.  and  also  the  control  lit  st  in 

the  Northern   I'  1  been  acquired 

.,f    the    ,  1    "Mind     p  that    year       It 

through    tins  emnpany   th  aised  to  com- 

North.:  <•,  and  alao  to  build  branch  lines 


10  Hark.-  K    m.-l   H.  «',,.  :,n  irkc  T.  R. 

•ml  \\     !'     I     ! 
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which  tlio  Northern  Pacific  under  iu  charter  had  no  au- 
thority to  construct.  An  attempt  was  also  made  to  con- 
st ru.-t  the  Oregon  and  California,  and  in  1883  the  un- 
finished line  was  leased  in  perpetuity,  hut  the  arrange- 
ment  was  broken  off  within  a  year.  Tin-  Oregon  and 
Transcontinental  company,  according  to  Yilhml  him.s.-lf. 
was  a  "grievous  disappointment."  In  the  iinancial  diffi- 
culties in  which  the  system  almost  immediately  hecame  in- 
volved, the  control  of  the  Oregon  Railway  and  Navigation 
company  was  lost.  In  1890  the  Oregon  and  Transconti- 
nental company  became  the  North  American  company  of 

New  Jersey.11 

The  foregoing,  with  one  exception,  constituted  the  im- 
portant experiments  with  the  holding  company  prior  to 
1900.  The  exception  is  the  Reading  company,  which  grew 
out  of  the  reorganization  of  the  Philadelphia  and  Read- 
ing railroad  in  1896.  Under  the  charter  of  1*:::!  tin-  rail- 
road company  had  enjoyed  the  right  to  own  share*  of  in- 
dustrial corporations,  but  this  privilege,  under  the  con- 
stitution of  1873,  could  not  be  conferred  upon  the  Phila- 
delphia «nd  Reading  railway  company,  which  pur- 
chased the  property  of  the  old  company  at  fun-closure 
sale.  The  reorganizes  therefore  purchased  control  of  the 
National  company,  which  had  been  chartered  in  1871  as 
the  Excelsior  Knterprise  company,  and  endowed  with  all 
the  powers  conferred  upon  the  Pennsylvania  company.12 
To  this  company  they  conveyed  the  entire  share  capital  of 
the  new  railway  company,  and  of  the  Philadelphia  and 
Reading  Coal  and  Iron  company.  In  1901  the  Reading 
company  acquired  a  controlling  interest  in  the  Central  of 
New  Jersey. 

Railroad  Sfcurifit*  Company. — The  non-operating  hold- 
ing company  was  admirably  adapted  to  the  purposes  of  the 

nVillanl.  "M-moim."  II,  205-300,  311  I:  Bmalley,  "Hilt  "f  Hi.- 
Northern  Pacific,"  205-8.  "  L.  PH..  1-71.  no  ('H3. 
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•  Msuln  :n  promoting  railroad 

alMiut   i  -nr\      When 

Atlanta  c.... M    i  ,|  was  organised 

,U'h  tin-  Count  Line  rail- 

roads  •  •!   South  ('  the  Norfolk  and 

1  tin-  Wilmington  and    \\Vld  majority 

of  th,-  slum*  was  taken  by  •  oonv 

'i  Connect  i<-ut  in  IS^M      In  1900,  also, 

tlii-    \  SiMMiri' 

\\hi.-h    !..,,!    iH'fii  dormant  s  n   in 

1896,  began  active  «  i  a.s  tin    K.iilmad  Seem 

.•..inp.-iiiy.      \VI:i!.  r.<l  !..  purvluiM-  tin*  s«-ruritiea  of 

any  .Mtion  to  Illinois  Ccn- 

h  it  IULS  h.-l.l  !)5,000  aha-  several  years. 

!    .im< >unts    to    $8,000,000,   of    whi.-h    th<* 

I  Urge  maj<»n;>      i  of  these 

shares,  togethn-  uitli  th.-  Illinois  (Yntral  shares  owned  di- 

thr  I'n  •«•  an«l  th«-  pr«'xi«»s  of  frit-mi 

tereKts.  th.    H.uiiiuan  control  of  the  Illinois  Central  waa 
estJii  in  1908. 

Northern  >'  >•   Company. — As   early   as   1896   an 

attrmpt  was  made  to  unite  t<  Mini:  interests  in  th.- 

•  by  means  of  an 

whereby  the  Great  N«»rth.  in  was  to  take  one- 
half  <>f  the  North. -m  shares  and  to  guarantee  the 

Ian  was  declared  in  con- 

\\ith  th.-  Minnesota  law  forbidding  th.-  consolidation 
arallel  and  competing  lines.1*  In  1901  these  com- 
x  attnnpt.-d  to  buy  j.iint  of  the  Chicago, 

Milwaukee,  and  8  and  thus  effect  an  entrance  into 

Chicago.     This  resulted  in  failure,  but  a  controlling  in- 
terest  in    th«    Chicago,  Burlington,  and  Quincy  was  ob- 

hfld    over 

$8,000,000  of  the  share  capital  in  this  company,  sought  an 
irnall  %.  Grvat  Northern,  101  U.  a, 
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allotment  <>f  additional  shares,  and  tin-  refusal  of  this  ap- 
plication led  Harriinaii  to  attempt  to  buy  control  ol'  the 
Northern  I'aeiiie.  After  a  memorahlr  OO&test,  \\hieh 
euhninaled  in  the  crisis  of  May  !>.  1IMM.  when  Northern 
Pacific  common  shares  were  quoted  on  the  stock  exchange 
HXX),  a  majority  interest  was  ne<|tiired.  made  up  of 
•00,000  common,  and  $41,000,000  preferred  shares. 
The  Hill-Morgan  interests,  however,  held  a  clear  majority 
of  the  common  shares,  and  by  virtue  of  this  fact  could  re- 
tire the  pivf.-rred  shares  on  any  first  of  January  prior  to 
l:'17.  thus  eliminating  over  half  of  Han-iman's  >! 
and  cfTeetually  barring  him  from  control,  lint  Ilarriman. 
by  virtue  of  his  majority  interest,  could  control  the  elec- 
tion of  directors  at  the  forthcoming  meeting  in  October, 
and  thus  prevent  the  retirement  of  his  preferred  shares. 
While  this  mi^ht  have  been  made  impossible  by  means  of 
a  postponement  of  the  annual  meeting  until  after  the  close 
of  the  year,  the  conflicting  parties  soon  came  together  in 
an  agreement  by  which  J.  P.  Morgan  was  chosen  to  select 
a  board  of  directors  for  the  Northern  Pacific  which  should 
be  representative  of  all  parties  in  interest 

It  was  then  that  the  idea  of  a  holding  company  was 
proposed.  As  in  the  case  of  the  Southern  Pacific,  the 
men  who  had  built  up  the  Great  Northern  felt  themselves 
growing  too  old  for  active  participation  in  the  management 
of  the  company,  and  various  plans  had  been  considered 
by  which  they  could  withdraw  without  allowing  hostile  in- 
terests to  come  into  control.  But  the  motives  for  the  for- 
mation of  a  holding  company  were  not  altogether  personal. 
Says  Doctor  B.  II.  Meyer: 

They  were  personal,  in  so  far  as  the  Securities  Company  was  the 
out  growth  of  a  desire  on  the  part  of  certain  men  to  |>erpetuate  a 
certain  policy.  They  were  economic  in  that  the  i-\«-<  ntion  of  cer- 
tain Inrjre.  almost  empire  buildin?  plans  could  be  promoted  In  tbe 
estimation  of  its  founders  by  the  Company.  The  founders  of  tbe 
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Goal'  itfti  year*  «-f  ••nr..r  t    i,...i  i.. .  «nw  accustomed  to  a«*v 

••rtaln  ecooomlc  policy.    And 

tbua  toe  peraoitnl  and  ecooomlc  caosea  of  the  organisation  of  the 
Company  i  v  became  men;.  y.  tbe  dealt*  to 

uiiiiiii-i •:  >:r.-s  in  tin-  litiiitling  of  a  great  sjstMi  of 

P    l« 

\\ith  the  cooperation  of  the  Union  Pacific  interest,  the 
company  was  therefore  incorporated 

i  is.  \  in  I'M ii  to  take  over  the  shares  of  the  Great 
and     the     '  was    accom- 

plish..!,  and   th.  ld.-r>  of   the   two  companies  dis- 

appeared as  MI. -h.  l>  cared  as  shareholders  of  the 

holding  coiiip 

\v  organi/.iti  <n  was  at  once  a  state 

authorities    of    Minne.sot.!  soon    afterwards    by    the 

d     jjovernmcnt.     On     March     11-,     l!M»4,    the     !• 
States   supreme  the    Northern   Securities 

any  a  combination    in   restraint  of  trade  within   the 
meaning  anti-trust  act."     The  decision  in 

case  was  based  up<>n  the  fact  that  this  company  pos- 
sessed the  p-  press  competition  betw.-. -n   paral- 
lel  lines.      It   had  the  validity   nf  the  hold- 
pany   as  an    instrument   of  corporation    finance. 
Sa^  Do«                               "in  the  p.. in'  dway 
orgtn                  the   ca.se    (.resents    1                        sequence,  ex- 
:l\\ay   corporal.-   or^anixation,  in   the  process 
:orphosis  or  evolution,  mu.st  avoid  the  technicality 
of   ti                     r    type   of  holding  company    which   the 
icrn  Securities  Company  n- presented.    Prom  the  point 
of  view  of  railway  regulation  and  the  relations  between 
the  general  puMic  interests  and  private  railway  manage- 

the  case  has  no  significance  whatsoever. "  " 
Rock  Island. — A    holding  company  modeled  after  the 

M.-\.-r.   "Ili^t.    of  th.«   North.-rn   S^nritlea 

r.  8.,  107. 
»  Meyer,  306. 
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Northern  Securities  company  incorporated  under  tin-  laws 
of  New  Jersey  is  the  Rock  Island  company.  Mi-tram/ed  in 
ll'oj  by  tin-  Moore  brothers  and  their  associates  t<»  insure' 
centralized  control  over  the  operation  nf  tin-  Chicago, 
Rock  Island,  and  Pacific  railway  and  other  lines  This 
was  accomplished  through  an  intermediate  holding  cnni- 
pany,  the  Chicago,  Rock  Island,  and  Pacific  railroad  com- 
pany, incorporated  the  s;nne  year  under  the  laws  nf  Iowa, 
the  entire  share  capital  of  which  is  held  by  the  Rock 
Island  company.  The  Rock  Island  company  has  outstand- 
ing about  $49,000,000  of  preferred  shares,  and  *S9,(KX),000 
of  common  shares,  and  holders  of  the  preferred  shan 
entitled  to  elect  a  majority  of  the  directors— a  privilege 
which  may  be  surrendered  only  with  the  consent  of  two- 
thirds  of  those  shares.  .Moreover,  the  amount  of  preferred 
shares  may  be  increased  only  upon  consent  of  two-thirds 
of  the  shares  of  each  issue.  Thus  the  holders  of 
000,000  of  the  preferred  shares  are  able  to  dominate  the 
situation;  but  as  the  common  shares  represent  only  a 
nominal  outlay  the  fact  is  without  particular  significance. 
"Queen  and  Crescent"  Group. — An  illustration  of  the 
complicated  relationships  which  it  is  possible  to  establish 
between  railroad  companies  by  means  of  the  holding  com- 
pany is  offered  by  the  lines  constituting  the  "  Queen  and 
Crescent"  route.  The  Alabama  and  Great  Southern  rail- 
road was  organized  in  1877  as  successor  to  the  bankrupt 
Alabama  and  Chattanooga,  running  from  Meridian  to 
Chattanooga.  Substantially  the  entire  share  capital  of  the 
new  company  was  immediately  taken  over  by  the  Alabama 
Great  Southern  railway  company,  an  English  corporation, 
registered  in  1877.  Upon  the  organization  of  the  Cincin- 
nati, New  Orleans,  and  Texas  Pacific  in  1881,  a  majority 
of  its  share  capital  was  taken  by  the  Alabama  Great 
Southern  railway  company.  A  second  English  eorpora- 
tion,  the  Alabama,  New  Orleans,  Texas  and  Pacific  Junc- 
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i  s  company  wan  registered  in  1881  to  provide 

the  <  M  c.,Mtr..l  of  railroads  which 

i    be    advantageously   aaaociated    with    the    Alabama 

Great  Southern      It  at  oner  1  of  the  Ala- 

bam, 

Alabama  and  '.  ^).  and  alao  two  unfuruiabad 

lines,  tin-  New  Orl.-an.s  and   North.-astcrn.  ojM'ii.-d   in   1888, 
ainl  the  Viekshurtf.  Shrvvport.  ami  1'  •  ned  in  1884. 

In  I^:H»  tin-  i.  and  Georgia  with 

the  cooperation  of  th.    Kiehmond  and  Danull.-. 
.i   MI  capital  of  ibama  Great 

•:rrn  in  tli.-  intrivst  .•!'  th.   Kirhmend  and  Weat  I' 
in. -i  I      li.nlway     and     Warehouae     company.    The 

••i.-rii.    as    sn.-1-i-ss..r    t..    t!  minal"   company,   by 

lias.-   mi'.  ah-  (»f  mllatrral   pledged   l»y 

th«-  Hast  T.  nneasee,  N.  1  Georgia,  and  otherwise, 

:i.-.|Mired  a  clear  .-  :h>    Alabama  Great  Sou? 

;  ital  in  1 -!'.">.     This  carried  with  it  control  of  the 
Citu-innati.  New  Orleans,  and  Texas  Pan  arrange- 

ments w«  ia«lr  wh.Tfhy  the  majority  interest  in 

slimiM  l»e  ht-hl  jointly  l»y  :  'hern  and 

th.-  Cinrinnati.    Hainiltmi,  and    Dayton.     To  this  end  the 
•II ing  shares  were  given  over  to  the  Southwestern 
Constnirtinn  « <»iupany,  in  which  the  Southern  thnuigh  the 
Alabama  Great   E  ••»  and  the  Cincinnati,  Hamilton, 

and  Dayton  tl.r-iii:h  th.-  Michigan  Securities  company  held 
a     majority     int.-n-st.      With     th.-    adilition    of    the    large 
ity    interest    held   by   the   Alabama,    New   Orleans, 
>  and  1  A  ays  company,  control  of 

this  ronij  lly  absol 

ton   Company. — Another  noteworthy 
example    of    the    use    to    which    tin-    holding    company 
i in- -nd  Washington  company,  incorpo- 
rated in  New  Jersey  in   l(."'l.     ThLs  company  owns  all  of 
hare  eaj  ill*    Washington  Southern,  and  a  ma- 

in 5 
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jority  of  the  share  capital  of  tin-  Richmond. 
burg,  and  Potomac,  whi.-h  aiv  operated  as  a  "union"  line 
in  the  interest  of  the  Pennsylvania,  tin-  Baliim«]v  ;,nd 
Ohio,  tb,.  Atlantic  Coast  Line,  tin-  Southern,  tin-  Seaboard 
Air  Line,  and  the  Chesapeake  and  Ohio,  ea< -h  <>l  which 
holds  one-sixth  of  the  share  capital  of  the  Richmond- 
Washington  company. 

Railroads  as  Holding  Companies. — Since  the  jidminis- 
trative  reorganization  of  the  Vanderbilt  system  in  18f)S,  tin- 
New  York  Central  has  taken  advantage  of  tin-  n  markable 
earning  power  of  the  Lake  Shore  and  Michigan  Southern 
to  concentrate  in  the  name  of  that  company  tin-  •  •••ntm! 
of  its  \\Ystrm  lines,  thus  transforming  it  into  a  virtual 
intermediate  holding  company.  In  1899  this  company's 
holdings  of  railroad  shares  amounted  to  $21,008,750,  most 
of  which  represented  control  of  the  New  York,  Chicago, 
and  St.  Louis,  and  the  Pittsburgli  and  Lake  Erie.  In  ten 
years  this  was  increased  to  $133,081,800,  and  majority  in- 
terests acquired  in  the  Cleveland,  Cincinnati,  Chicago,  and 
St.  Louis,  the  Lake  Erie  and  Western,  and  the  Chicago, 
Indiana,  and  Southern,  besides  important  minority  in- 
terests in  the  Reading.  In  a  similar  manner,  the  Inimi 
Pacific  holds  in  the  name  of  the  Oregon  Short  Line  the 
controlling  shares  of  the  Oregon  Railroad  and  Naviga- 
tion company,  the  Southern  Pacific,  and  the  San  Pedro, 
Los  Angeles,  and  Salt  Lake,  with  large  blocks  of  shares  in 
the  Atchison,  the  Baltimore  and  Ohio,  the  Chicago,  Mil- 
waukee, and  St.  Paul,  the  Chicago  and  North  Western,  and 
the  New  York  Central. 

The  Missouri  Pacific  is  the  holding  company  for  the 
Gould  system.  It  owns  the  entire  share  capital  of  the 
St.  Louis,  Iron  Mountain,  and  Southern,  and  large  inter- 
ests in  the  Denver  and  Rio  Grande,  the  Texas  and  Pacific, 
and  the  Wabash.  Since  1907,  when  the  Consolidated  mil- 
way  company  was  merged  in  the  New  York,  \«  w  Haven 
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an. I   !  !    the  New  I  >>as  been  a  great  holding 

company  with  <  l  (towers  to  invert  in  «r  to  operate 

>t  any  Sort  of  luisiin-.v.  iii   \\lii--h  it   may   tin. I  a  profit 

•  u'h  Hhare  ownership,  tin-  Ccntrn 

way.    It  alao  owna  all  the  abarei  and  bond*  •  •!'  the  lit*. 

•a. I    II  .Idmg  company,  chartered  by   Mawuirhu- 

'  "   to  tit  |     !Ia\.  n    h-.iding*  of 

•  shares.    Through  thii  company  the  New 

11  now   holds  substantial  control  of  the  Boston  and 

Sin,il*  KailmtHl  H«l<Hng  Company  Propaed.— Mr.  Wil- 
liam \\  Cook,  a  New  Y  mey  of  recognized  stand- 
ing, has  pro|)08eil  th<  lu>l,linkr  company  as  a  means  through 
utn<li  t!  lie  country  might  be  brought  to- 
gethi  mutual  benefit  of  themselves  and  of  the  pub- 
II-  \\..uM  ha\.  tliis  company  chartered  by  congress 
to  acquire  gradually  th.  shan-s  nf  all  tin-  railroads  dir 

Mi.-  nun.  rs  .in-!  also  in  th.-  njn-n  market.     In  exchange 
heae  shares  it  \\.-uI.I  irivc  its  own  shares  at  a  vain 
to  be  detrnmmd   liy   th.-  interstate  commerce  commission, 
in  th<-  sal,.  ,,f  its  own  shares  in  the 
..pp., ration  would  have  a  board  of  di- 
•rs  made  up  of  the  members  of  the  interstate  comi; 
'•••m mission  and  representatives  of  the  shareholders  suffi- 
••onstitute  a  >  'ate  commerce 

commission  also,  would  be  given  pow<  Iroad 

shares  to  !>••  held  l>y  the  holding  eompany.  Railroad  shares 
purchased  could  not  be  sold  or  encumbered,  so  there 
:  !><  n<>  temptati  •:  t<»  tinatx-ial  interests  to  seek 

eoritrol.      Kinall\  this  eompan. 

a  L'OV,  rnm.  nt  guaran  ividends  at  a  low  rate, 

r  cent  .  is  suggested,  all  advances  on  this  account 

'»;    also    Commercial   and    Financial    CJkrtmfeb, 
I.\\\\  III.   1018. 
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to  be  made  good  to  tlir  L">V.  niment  nut  «>f  future  surplus.19 
Effects  of  Consolidation.  Consolidation  lias  indisputa- 
hly  resulted  in  the  development  of  operative  eroiiomv  and 
efficiency,  and  consequently  in  greatly  improving  tin-  ipinl- 
ity  of  srrvie.  .  I  Jut  tin-  elTeet  upon  tin-  Service  lias  not  been 
uniformly  favorahle.  At  the  v.  i  \  l».-_riiiiiiiii:  of  the  period 
of  trunk  line  development,  Henry  V.  |',.,.r  deplored  tlui 
progress  of  consolidation  in  the  heliet'  that:  ".lust  in  pro- 
portion as  the  mileage  of  a  rnilroad  is  iunva.se, 1.  will  the 
sense  of  responsibility  be  weak* -ned  <m  the  part  of  those 
entrusted  with  its  management."10  This  ..I  course  cannot 
be  maintained  as  a  general  proposition,  hut  it  is  only  neces- 
sary to  cite  the  instance  of  the  Boston  and  Albany  under 
its  lease  to  the  New  York  Central  to  show  that  consolida- 
tion may  result  in  the  introduction  of  bureaucratic  methods 
of  administration  with  the  inevitable  effect  upon  the  qual- 
ity of  service. 

The  effect  of  consolidation  upon  rates  has  been  to  pro- 
mote stability.  The  more  flagrant  varieties  of  rate-cutting 
have  been  done  away  with,  though  other  influences  have 
also  been  operative  to  produce  this  result.  Community  of 
interest  has  proved  a  disappointment  as  a  means  of  pro- 
moting the  stability  of  rates.  It  has  served,  however,  to 
promote  the  formation  of  territorial  groups,  and  the  con- 
centration of  railroad  control  in  the  hands  of  a  small  num- 
ber of  financial  interests.  But  competition,  as  President 
E.  P.  Ripley  of  the  Atchison  once  pointed  out,  is  not  neces- 
sarily restricted  by  consolidation.  According  to  his  state- 
ment, the  general  result  of  consolidation  upon  his  system 
has  been  to  relieve  competition  at  one  point  and  to  inten- 
sify it  at  another.20  Upon  the  adjustment  of  rates  as  be- 

i»Cook,  MMx-nlal   Holding  Company,"  North  Amer.  Rev., 

ci. \\.\\  II.  88H-97  we  RlM  Raskin,  "An  Ar.M-rjran  Trans- 

portation  SV8l. 

"Poor'a  'Manual.   1860-70:   x\\i. 

20  Chicago  conference  on  trusts.  .">:..; 
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tween  -1  .111.1  diii.  r •  nt  aections  of  the  country, 

cons  ii  ha*  had  in  il'tcd  effect. 

ii  lias  afferted  tin-  I. --Li  .Iroad  »•• 

tiea  in  a>  waya  aa  there  are  varieties  of  ae- 

and    methoda   of   eomioli  Bondholdera   in 

hiiuill  .  oinpaiiies  which  have  been  abaorbed  have  generally 

have  retained  their  bonda  they 

have  >  guarantee  of  intereat  payment*,  and 

when  they  have  given  up  tin  ir  Urnls  nge  for  bonda 

of  the  conaolidated  company  th.  y  have  on  the  average  bet- 
tered   their    seeurity.     Shareholders    have    frequently    re- 
I  <>t   ,h.  have  exchanged 

ii    the  consolidated  company 

upon  ;ve  been  liberal.     \Vh.-n.  as  in 

ike  Shore,  a  small  number  of  shareholders 

ins  of  exchange,  they  may  ulti 

y  s<-ll  Hi*  ir  holdings  at  a  great  advance,  )>ut  this  fact 

does  not  of  itself  at!  md   for  the  charge  that  the 

re  unreasonable.     A  ln/h<  r  price  is  to  be  expected 

the  decreased  .supply  of  outstanding  shares.     On  the 

hand,  security  holders  in  the  company  which  offers 

these  gen  rms  may  profit  from  the  increase  of  traffic 

•n  the  merger.     Hut  as  -  nsactiona  are 

moat  ot't.-n  .Mi-ri.-d  out  in  prosperous  times,  there  is  danger 

that  optimum  may  lead  to  the  payment  of  excessive  prices 

for  s  .or  the  giving  of  guarantees  which  may  add 

to  fixed  charges. 

hi  u'<  in  r.d  th*    >..  unties  of  a  consolidated  company  are 
based  upon  a  great,  r  range  of  pi  and  their  owner- 

ship is  more  wi.i  They  are  therefore  leaa 

liable  to  disturl>ancea  resulting  from  local  causes  but  more 
subject  to  the  changes  of  the  stock  market.  The  investor 
in  the  shares  of  such  a  company  must  face  the  fact  that 
consolidation  usually  results  in  inflation.  Aa  a  result  of 
cons*  many  standard  inv.stm.nt  shares— Burling- 
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ti.n.  Ivoek  Island.  Lak.  Shore,  Michigan  ( Vntral  —  li;i\v  dis- 
appeared t'nun  the  investment  lield,  and  there  is  dirtieulty 
in  determining  the  desirability  of  the  securitie.s  i^ued  in 
their  stra<l. 

1'uhlir  Interest. — Prom  the  viewpoint  of  pul.lie  policy 
tin -re  is  eause  for  concern  in  the  fact  that  in  consolidation 
involving  the  issue  of  additional  securities  it  is  almost  im- 
possible to  eliminate  the  speculative  ,-vil.  More  than  one 
consolidation  has  been  carried  out  to  the  accompaniment  of 
nirly  rumors  which  none  have  attempted  to  deny.  Capital 
'  ilh  daring  use  of  credit  have  captured  whole  systems 
through  aid  of  the  collateral  trust  bond,  and  established 
themselves  in  positions  of  stable  control  by  means  of  Die 
holding  company,  the  fundamental  idea  of  whieh  is  to  en- 
able a  minority  to  rule.  Competent  financiers  maintain 
that  such  an  autocratic  device  must  unquestionably  result 
to  the  public  advantage.  Others  as  competent  affect  1 
in  it  the  promise  of  a  downfall  of  efficient  management  and 
bankruptcy  on  a  tremendous  scale.  However  that  may  be, 
minority  rule  in  railroad  finance  is  no  new  thing,  if  we 
are  to  consider  the  interests  of  all  the  parties  concerned. 
The  bondholders  have  long  furnished  the  bulk  of  the  capi- 
tal, but  the  management  has  usually  been  in  the  control  of 
those  whose  actual  contributions  have  been  comparatively 
small;  and  this  relationship  has  been  maintained  de- 
spite the  protests  of  injured  parties.  The  subject  of  con- 
solidation cannot  be  discussed  without  reference  to  the 
question  of  the  fidelity  of  directors  to  their  trust.  We  have 
made  great  advances  in  the  ethics  of  corporate  manage- 
ment 21  since  the  time  of  Alexander  Mitchell  and  Commo- 
dore Vanderbilt;  but  conceding  the  necessity  for  railroad 
consolidation,  we  may  well  maintain  a  watchful  care  to 
see  that  the  terms  by  whieh  it  is  effected  are  equitable  in 
themselves  and  fair  toward  the  public  interest.  Said 

"Sec  Iladloy,   "StMn.l.-inls  of  I'.il.lir  Monilit  \ ."  7!>  00. 
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•  l..-L'it  imatf  railway  manajaiMBt 
t  the  manager  of  a  railway  keep 

out  ..t   Wall  Street,  at  least  to  f ar  aa  the  aeeuritiea  of  the 

road  he  managea  are  concerned.    It  ia  hia  function  to  op* 

•  1  to  discharge  the  trust  committed  to  him 

aa  a  business  man,  and  not  aa  a  bull  or  a  bear  on  the  Stock 

•    This  statement,  • 

still   lias  its  app: 

and  Corp.  Uw  Jour.,  VI,  «. 


CHAPTER  XVII 
OVERCAPITALIZATION 

Fundamental  Concepts  Relating  to  Capital. — As  has 
been  said  in  preceding  chapters,  indefiniteness  of  con- 
cept as  to  what  constitutes  capitalization — what  are  rapi- 
tal  assets  and  what~are  capital  liabilities — has  necessarily 

(1  confusion  of  ideas  and  lack  of  collusiveness  in  dis- 
cussions    of    overcapitalization.     Proceeding     1'rom     well 

ii  premises.  <nine  writers  have  eonvinn-d  themselves 
that  such  a  condition  as  overcapitalization  is  impo^i!,],-. 
Others  have  admitted  the  possibility,  but  they  have  insisted 
that  the  condition  does  not  exist.  Still  others  see  in  what 
they  call  overcapitalization,  a  serious  menace  to  both  pub- 
lic and  private  welfare.  Accepting  the  definition  »•! 
porate  capital  which  is  commonly  employed  in  considering 
the  financial  affairs  of  an  individual  or  of  a  partnership; 
assuming  that  capital  assets  are  all  those  funds,  properties, 
and  equipment  required  for  continuous,  productive  use, 
and  that  capital  liabilities  are  those  obligations  assumed 
in  procuring  those  funds,  properties,  and  equipment,  a  cor- 
poration can  be  overcapitalized  only  when  it  has  more  re- 
sources than  it  can  economically  employ  in  carrying  on  the 
business  for  which  it  is  organized  and  maintained.  This 
would  be  equally  true  whether  considering  its  assets  or  its 
liabilities. 

The  relations  of  investors  to  the  corporation  and  their 
relations  to  each  other  are  expressed  in  the  contracts  of  the 
•  -01  'poration.  When  the  entire  amount  of  capital  is  ob- 
tained from  shareholders,  overcapitali/ation  will  have  the 
effect  of  reducing  the  proportionate  returns  in  dividends 
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..r  id.-  .,|in table  right*  in  th.  di»triliutioD  of  the  Mirplu*. 
When  there  are  several  claaeea  of  shareholdera,  each  hold- 
ing d  -.ih/.-itiM!,  mi'/!,t  v...rk  hard- 
ship mi  .-,,„. np,n  sharrhnl.  MU'  all  the  net  revenue 
and  ami  m. 

all  the  capital  a.s  well,  abhorlx-d  hy  thime  hold.  UfaB- 

the  Maine  reason  ilitiea  are  la- 

med -Mai.  tin-   inahilit\    to  uae  advan- 

tageously  all    tin*   fun. Is,   pn.p.Tlirs,   and   •  •«!uipiii.-nt    miu'ht 
tl»«-  intcreata  of  Hhareholdera.    Conaidera- 
Meae  poaribilitiea  aervea  only  to  clear  the  way ;  ainee 
tlu»  viewpoint  of  tin-  <•  investor, 

Amet  Mia  have  been  overcapitalized  in  but  few  if 

any  instances      !  uon  experience  has  been  to  have 

inadequate  capital  for  conducting  and  developing  the  busi- 
ness of  transportation. 

The  subject  of  oven -apitali/at ion,  so  far  aa  it  has  any 
preaent  intt  rest,  relates  to  the  rights  of  the  pul>li<-  in  tho 
l-iiMi--  hi'jliv.  'ii,  and  main- 

tenance nf  \\iiirh  rnrpnrati<>iis  as  agencies  of  the  state  have 
been  charter*  tpitalized.  Th«-  puhlir  int.  n-«t  in  the 

i«»n  may  be  stated  a>  •/  to  control  over  the 

adequacy,  safety,  and  convenience  of  th.«  highway,  over 
rates  of  transportation  service,  and  over  the  administration 
of  laws  governing  the  conduct  of  business — the  legality 
and  morality  of  the  agents  of  the  corporation  in  their  deal- 
ings with  investors,  with  the  public,  with  each  other,  and 
with  tin rp. .rati-.n  its,  If.     Tin*  limitations  of  public  reg- 
ie affaire  of  the  corporation,  it*  capitalize 
and  its  management,  are  expressed  in  constitutional  and 
>ns  against  violation  of  contracts,  confis- 
•i,  and  th.   .  vT.-ise  of  control  advene  to  public  p 
'.Halation  and  judicial  rnliiiLTs.  th.-  irnidint:  principle  is 
adequacy  of  return  on  capital  invested.     The  application 
of  this  principle  depends  upon  ascertaining  what  is  the 
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capital  of  the  corporation  to  which  a  rate  of  return,  judi- 
cially considered  as  adequate,  is  to  be  applied.  IM-OIM  the. 
viewpoint  of  the  puhlie.  oveivapitali/ation  as  the  term  is 
employed  by  those  who  are  concerned  with  puhlie  regula- 
tion, is  the  amount  by  which  the  represented  Bha^ei  and 
capital  liabilities  of  a  corporation  exceed  the  value  of  its 
capital  assets. 

Determination  of  the  Amount  of  Capitalization. — As  has 
been  pointed  out  in  another  relation,  the  principal  barrier 
to  judicial  consideration  of  questions  of  capital  is  lack  of 
evidence.  The  most  readily  accessible  form  of  evidence 
consists  of  records  and  documents.  In  dealing  with  mat- 
ters of  capitalization,  this  form  of  evidence  is  almost  en- 
tirely lacking;  in  fact  in  many  instances  it  has  been  the 
purpose  of  corporation  managers  to  make  such  evidence 
unavailable.  Documents  representing  capital  contributions 
are  not  found  in  share  certificates  and  in  instruments  of 
liabilities  issued  for  capital.  The  best  evidence  of  capital 
acquired  is  in  the  checks  which  represent  transfers  of 
funds,  properties,  and  equipment  acquired  in  exchange  for 
securities  issued;  in  instruments  representing  expenditures 
of  funds  acquired;  and  in  the  accounts  of  the  corporation 
in  which  these  documentary  materials  are  assembled.  In 
this  respect  the  records  of  railroad  companies  are  sadly 
lacking;  the  instruments  representing  liabilities  are  not  to 
be  relied  upon;  the  instruments  of  transfer  are  purposely 
misleading;  the  instruments  of  expenditure  are  either  in- 
complete or  purposely  deceptive;  the  accounts  carry  totals 
and  balances  which  are  of  practically  no  value  in  arriving 
at  judicial  conclusions.  Furthermore,  railroad  corpora- 
tions have  made  no  attempt  to  keep  a  true  capital  account. 
Unlike  the  English  law,  our  statutes  have  not  required 
railroad  corporations  even  to  account  for  capital  receipts 
and  expenditures,  to  say  nothing  of  depreciation,  waste, 
and  loss.  The  only  method  of  determining  present  capi- 

324 


OVI.IH    MTl  M  I/ATION 


>  pnhlie  authority  in  appraisement  ;  and 
pxtraor  anoes,  thin  w  iraprac- 

•le  for  a  court  to  emp 

Standards  of  Appraisement.  —  StatcmenU  and  estimates 

at  to  the  value  of  railroad  properties  have  been  baaed  upon 

several  dirtYn  nt  Htandarda  such  aa:  original  coat  leaa  de- 

preci  >st  of  rep  rod  realization  value;  and  the 

amount  of  outstanding  liabilities.     In   this  relation  it    is 

submitted  that  to  be  UK-  lament  aa  to  value  must 

have  reference  to  the  purpose  of  the  estimate;  that  none 

t  the  last  is  consistent  with  tin*  purpose  for  which  the 

is  to  be  made;  nn<l  that  even  that  one  cannot 

be  employed  without  qualification  owing  to  the  failure  of 

••rtieials  to  distinguish  between  capital  and  non- 

al  resources.     In  this  case  the  appraisement  is  a  mat- 

l-ti  Mi.-  concern.     Conservation  of  the  public 

st   \\ith-.ut    violation  of  constitutional  and  statutory 

mtees  requires  rvi.l.n,,-  as  to  whether  any  particular 

•  of  regulation.  •!•  -Mi-able  in  itself.  will  prevent  the  cor- 

poration from  operating  so  as  to  make  an  adequate  return 

upon   th«-   investment. 

Amount  of  Liabilities.  —  As  related  to  the  subject  under 

discussion,  the  primary  purpose  of  an  appraisement  is  to 

•••nine  what   is  the  amount  of  the  investment.     But  a 

of  in.jniry.  int.  ivst.-d  in  the  matter  of  puMie  regula- 

should  not  he  concerned  as  to  the  amount  of  capital 

liabilities  whi.-h  are  shown  by  the  books  of  account  of  the 

corporation  exeept  t«  nt  that  such  evidence  might 

furnish  e..ll;.-  Shares  may  have  been  issued 

in  exchange  for  little  money,  or  as  a  direct  bonus  to  facili- 

tate the  sale  of  bonds.    Or  they  may  have  been  issued  in 

mge   for  properties  which  were  taken  at  excessive 

s.    Bonds  may  have  been  issued  at  a  discount;  a 

•he  result  of  whieh  would  be  to  increase  the  actual 

above  the  contra  urn.     A  valuation  of 

no 
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assets  which  will  serve  tin-  purposes  of  a  court  or 
sion  which  has  under  consideration  a  case  concerning  the 
fairness  of  railroad  rates  needs  no  other  basis  than  that 
which  is  or  should  be  employed  by  the  railroad  officials 
themselves  in  the  preparation  of  a  statement  of  financial 
condition.  Both  must  assume  that  certain  assets  are  for 
continuous,  productive  use,  and  that  certain  other  assets 
:nv  intended  for  imm.-<liatc  n-ali/ation  or  conversion  into 
cash.  Both  must  assume  a  different  basis  for  the  valuation 
of  each  class  of  assets,  and  consider  the  relation  of  esti- 
mated value  of  non-capital  assets  to  non-capital  liabilities 
in  order  to  ascertain  whether  the  capital  has  been  pre- 
served intact. 

Original  Cost,  Less  Depreciation. — A  popular  theory  is 
that  capitalization  should  be  limited  to  original  cost  less 
depreciation,  and  that  this  standard  would  establish  the 
investment  basis  for  judicial  consideration  of  the  adequacy 
of  charges  for  transportation  services.  Accepting  this 
standard,  the  only  function  of  an  appraisement  would  be  to 
test  the  adequacy  of  provisions  which  the  corporation  con- 
cerned has  made  for  depreciation.  But  no  railroad  has 
accounts  which  will  show  this  information.  The  book  cost 
rarely  if  ever  bears  any  definite  relation  to  the  amount 
which  has  been  expended  upon  the  property,  and  not  until 
the  interstate  commerce  commission  was  given  full  author- 
ity over  railroad  accounts  was  there  any  consistent  attempt 
to  keep  a  true  capital  account  and  to  provide  adequately 
for  the  factor  of  depreciation.  Consequently,  not  an  item 
in  the  balance  sheet  may  be  accepted  without  question  as 
indicative  of  the  investment  basis  for  valuation.  This 
being  the  case,  the  appraisement  would  have  to  begin  with 
an  inventory,  the  classification  of  which  would  have  Hith- 
er no  relation  to  the  accounts. 

Original  Cost  Impossible  of  Determination. — Many  rail- 
roads were  built  by  construction  companies,  which  received 
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in  excess  of  tii 

A ii. I.  as  baa  been  ahm\n,  it  has  been  tbe  custom  to  give 
«harm  M  a  bonus  in  itate  the  aale  of  booda  to 

finance  the  con-tru. -timi  of  lin«-.s  int..  undeveloped  territory. 
In  the  caae  of  far  too  many  railroads,  construction  baa 
been  carried  nut  by  an  ineon  >r  dishonest  manage- 

ment, whoae  extravagances  or  peculations  have  add* 
coata.    Labor  and  materials  have  often  been  obtainable  only 
.it  In  ••*,  and  much  capital  baa  been  ex; 

expei  .-.  ith  facilities  \vhieh  have  become  obsolete  be- 

adequate    return    could    I.,-   der.  m  their  use. 

Thus  iron  rails  costing  fifty  d-'llars  and  upwards  per  t»n 
1  e.-irly  railroads,  only  to  be  displaced  by 
raila   of  ateel    aft.  r    th,     introduction    of   the    Bessemer 
process.     It  has  been  claimed  that  the  original  rails  upon 
*  'en trul  Pacific  cost  over  one  hundred  and  forty  dol- 
lars per  ton. 

Whil-  th.-iv  may  have  been  sufficient  reasons  for  the 
«  apitali/.ing  of  such  expenditures  in  the  first  instance  with- 
out regard  to  their  j>r<>;  here  are  valid  obje<  ' 
to  allowing  the  balance-sheet  cost  thus  set  up  to  remain  as 
a  pt"  i  upon  the  futun-.  Without  liberal 
d.-durtions  from  -  to  eliminate  excessive  capitaliza- 
as  is  th.  p.  ith  industrial  concerns,  railroad 
costs  as  shown  l.y  th.-  accounts  have  only  bookkeeping  sig- 

On   the  other   hand,  original  coat  may  b* 
low  to  represent  the  amount  which  may  be  properly  cap- 
italized.   Construction   may  conceivably   take   place  at  a 
period  when  labor  and  materials  are  at  an  abnormally  low 
level  of  prices,  and  it  ix  ,,nl  t  a  return  should  be 

allowed  for  managerial  e  which  makes  this  possi- 

ble.    Most  railroad  systems  contain  subsidiary  lines  which 
have  been  taken  over  at  exorbitant  prices,  yet  in  the  ma- 
v  of  such  cases  the  elimination  of  competition  or  the 
t  a  position  of  strategic  advantage  baa  fur- 
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nished  a  sufficient  reason  to  warrant  tin-  » -xp« -mlitun -. 
Cost  of  Reproduction. — Cost  of  n-produrtion  ;is  a  basis 
of  valuation  has  been  accepted  with  some  moderations  hy 
the  courts  in  cases  concerning  the  fairness  of  rates.  This 
involves  the  determination  of  tin-  cost  of  rebuilding  or  re- 
acquiring  the  property  under  present  conditions,  fair  al- 
lowance  being  made  for  depreciation  so  as  to  represent  tin- 
property  at  the  time  of  valuation.  In  employing  this 
method,  it  is  the  praetire  to  Leave  out  of  eonsidn-alion  all 
property  which  is  not  concerned  with  transportation.  On 
the  other  hand,  some  have  thought  it  improper  to  appraise 
realty  as  well  as  structural  property  upon  the  basis  of 
cost  of  reproduction  upon  the  ground  that  real  estate 
differs  from  other  varieties  of  railroad  property  in  that 
it  is  not  subject  to  reproduction  "in  unlimited  quantities. 
and  of  uniform  cost."  l  But  if  deduction  is  made  for  de- 
preciation of  structures,  so  also  may  allowance  be  made  for 
additions  to  represent  the  differential  advantage  accruing 
to  a  railroad  from  the  possession  of  rights  of  way  or  ter- 
minals of  strategic  value.  It  is  submitted  that  the  posses- 
sion of  the  terminal  properties  in  New  York  by  the  New 
York  Central  is  an  indication  of  foresight  and  rapacity, 
while  the  neglect  of  the  Wisconsin  Central  to  obtain  inde- 
pendent entrance  into  St.  Paul,  Minneapolis.  Milwaukee, 
and  Chicago  indicates  the  absence  of  such  qualities.  It  is 
suggested  also  that  to  allow  a  return  that  is  proportionate 
to  efficiency  is  only  fair.  As  the  railroad  commission  of 
Wisconsin  has  said,  "The  owners  of  railroad  property  are 
entitled  to  any  increase  in  the  value  of  their  property  that 
may  accrue  from  the  progress  of  the  territory  in  which  it 
lies,  and  .  .  .  they  have  as  much  right  to  the  natural 
increment  in  the  physical  value  of  their  property  as  the 
owners  of  any  other  property/' 

i  Dr.  Henry  C.  Adams,  in  Report  of  the  industrial  commission,  IX, 
375. 

v.  Chicago,  Milwaukee,  and  St.  Paul,  February  16,  1907; 
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Official  Appraisal*. — Official  appraisals  of  railroad  prop- 

udf  in  several  states.     Th«    railroad 
mission  of  Texas,  acting  <  f  tin  <  ..nmai«ion 

that  Htate  would  require  $16,500  per  mill-.1 
In    this  .   however,  no  d..iu.ti  11   wax   mad- 

M   Minnesota 

in    1  $27,000  per  mile  \\nuhl  represent  the  coit  of 

Mi  ..f 

theto  a  pi  to  ascertain  a  fair  valua- 

i  \\hi. -h  the  reasonableness  of  rutcn  might  be  de- 
M..I       1  load    and    warehouse    cororoisnon    of 

Minnesota  in    11M)8  made  a  tiiorou^ii   invcsti^atinn   ,,f   tin- 
value  <>:  '1    |.!-.  j..!!. -l  esti- 
matea  according  to  two  plans  which   n-prr.si-ntcd,  respec- 
U  <»r  tin-  rmiiiiiissinii  and  of  tin-  rail- 
road companies  as  to  th<                 to  I--  in--lii.l.  .1  in  the  ap- 
praisals.    Accortl  -alu.-   <»f    the 
MM-  nin-  -U  in  the 
7,  \\.-is     |               ;.i-r  mile  ,,f  main  line 
road                                  mil.-  of  ;ill  main  tracks,  and  £13,583 

Miile   of  all   tracks.      Aeetmling   to   tli 

the  enrrcspMii'ling  figures  were  $.'<!». ."iTl,  s;7.l«>_'.  and 
$29,016.*  Miehi-ran  in  I'.MMI  -,n.l  \Vi-.-Mnsin  in  !!»•••{  eon- 
ducted  investigations  t<>  determine  t  M«in  of  rail- 
road y  as  a  basis  for  taxation.  Upon  the  principle 
of  cost  of  reproduction.  .Michigan  railmads  \\.-re  found  to  be 
Mi  $21,5CH)  per  mile,  or  without  allou  deprecia- 
tion. $26,100.  In  \Vixe,,nsin.  $25,500  per  mile  was  th*- 

•i  >.  t   upon  the  -id  it  was  estimated  that 

$30,900  per  mile  would  represent  the  cost  of  duplicating  it 

162.    See  alto   I  of  Terminal  Lands,-  Jomr.  < 
roun/.r      -/    VIII 

•  L.  1891,  c.  51.  •Annual   report*,   18046. 

50.  •  Annual  report,  1906:   55,  76. 
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in  perfect  condition.7  The  b»»;ml  of  railn»a«l 
ers  of  South  Dakota  reported  that  tin-  \alm>  of  tin-  railroad 
pmprrtirs  iii  that  state  on  June  30,  l!i<»:».  wit  &  1,188  per 
mile  of  main  line,  and  that  the  reproduction  value  was 
$26,925  per  mile  of  main  line.8 

Distinction  Between  Valuations  for  Taxation,  Rate  Mak- 
ing, and  Capitalization. — The  results  ohtainrd  in  thrsr 
xtatt-s  furnish  us  with  certain  rough  indexes  of  value,  but 
it  is  submitted  that  valuation  for  thr  purpose  of  taxation 
should  not  be  the  same  as  valuation  for  determining  th<> 
reasonableness  of  rates,  and  that  neither  will  nn-rssarily 
Ixa i-  any  definite  relation  to  valuation  for  the  purpose  of 
establishing  proper  relations  as  between  investors.  For 
taxation,  principles  of  equity  require  that  each  citizen  and 
enterprise  shall  contribute  according  to  ability.  Ability 
to  contribute  is  ability  to  obtain  revenue;  and  valuation 
for  taxation  may  be  fairly  placed  on  an  income  basis.  For 
rate-making,  principles  of  equity  require  that  the  rate 
should  not  be  arbitrarily  reduced  by  governmental  author- 
ity below  a  point  at  which,  with  efficient  management  a. 
fair  rate  of  return  upon  the  investment  may  be  obtained. 
For  purposes  of  adjustment  of  relations  between  those  who 
hold  bonds  and  shares,  a  great  variety  of  conditions  may 
mjuire  consideration,  hut  with  them  neither  the  taxing 
body  nor  the  regulating  body  would  be  concerned. 

In  determining  a  basis  for  taxation  it  is  customary. and 
proper  to  assess  all  railroad  property  which  was  received 
in  the  form  of  donations,  whether  the  property  is  used  for 
transportation  purposes  or  not;  also  all  franchises,  and 
non-physical  right.s  which  contribute  to  earning  power. 
But  an  appraisement  for  the  purpose  of  establishing  a  fair 

TRipley.    "Kailm;,,!    Valuation."    /'of.    Sci.    Quar..    XXII.    r,77 
"Railway  Valuation   in  Michigan  and   Wisconsin."   r«-n-us    Hull,  tin, 
no.  21:   76-87. 

«  Board  of  Railroad  Commissioners  of  S.  D.,  Railroad  appraisal, 
tables  3  ami  1. 
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basin   for   rate,  ma  king   mi  if  hi  !••   all   theae 

MS;     nihl     tl-,!,.,ll..|Ls     rollld      Hot      1 

iii  an  appraiaemen  irrniinintr  -t  fair  rate  of 

r,  turn  on  inv.-stiii.-nt  .'     Th.  n    is  no  good  reaaon 

,'.HM!     Will    sholll.i 

poaea  of  taxation,  hut  this  would  be  of  •,  !»!•• 

jxjse  be  rate-  m«k  in-/  noec- 

tiona  with  eatablished  industriea  and  with  oth.-r  railroad* 
and  efficiency  of  managrm<-nt  t«  -n.l  to  in.  reaae  earning 
power.  To  limit  ial  investment  \\ 

eauae  a  railroad  thua  ait  a  hi-jli  rate  of 

n-turn.  luit  on.-  \\hi.-h  coul.l  not  !•••  r,-,lu--.-«l  through  a  gOV- 
rrniurntal  n-,hi'  •  'mn  without 

jeopn  ••  comp<  •  .1  roads  which  are  leaa  fa- 

vorably 1'iirp'ks.- 

al    valiif  of  '.m    r.iilroada,  as  determined   by 

Doctor  Henry  C.  Adams,  inrlmlnl  fran.-his,-  values,10  and 
the  aggregate  was  only  al-.ir  th«>  coat 

of   reproduction   of  th«-    ;  prop.-rtirs   at    th«-ir   full 

value,  or  an  amount  substantially  the  aame  as  that  \vhi--h 
waa  d  I  to  represent  depn  ,-sult  waa 

•i  tin-  i!i«-,,iui.  an-ounts  of  a  series  of  years  by 
•  •apitali/ing  at  8t-\  t   the  surplus  \\hi.-h   r.-u. 

•  1.  (lu.  t  ions  had  been  made   from   n,  t   corporal 


at  the  good  will  of  a  railway  company,  tho 
HUppoeed  f  ranch  tntagc  due  to  strategic  local  i 

•  >mpany  aa  affecting  the 
t«rformance  of  itx  duties  aa  a  common  car- 

..ill.  I   i..-   ;..k.-n   int.*  ,-.  •  purpoee  of  arr 

:it  tin-  vuliH-  «•!   tii.  rompanyV 

chnrpxl  to   tlu>  put.!;,-   f.-r   t!..-  tran*|M>rtntimi  of   ;  -hould  not 

be  baaed  upon   any   value  which  Utkes  into  con  i   any  »up- 

poaed  intangible  value  «>r  un\  ul.l  it  be  baaed 

i   the  effldeocN 

{•.my   t4>  (••rfiirin    it-  -hiti.-  {»  tli--   |.nl-ln-  "      lt.fi  .   .'.. 

>li/ing  frinoblaci  i 
haa   I-  tted,  ami  at   money   haa  been 

1)   paid  for  a  fi  n  f,.il,i,!.  ,   York  (L. 

».  |  66)  ami  Maryland   i  L.   ll»lo.  c.  ISO,  | 


ii  \II.UM.\I)  FINANCE 

t«>     pl'ovi.le     t'nr     •  llt:ils.     TMIimtell.-mee.     ;i!l.l     bet  - 

1.  Till. -IltS.11 

ll  is  apparent  1h;it  the  primary  purpose  ..I'  valuation  I'm- 
taxation  or  rate-making  would  not  be  secured  by  estimat- 
ing cost  of  replacement.  A  franchise  which  m;iy  have 
cost  nothing  may  not  be  renewable  at  any  coil  :  a  II.HK  hi^. 
which  cost  millions  might  now  be  had  for  tin-  asking;  In- 
initial  lands  may  have  been  donated  which  would  no\v  cost 
millions  of  dollars,  or  they  may  be  obtainable  under  pres- 
ent conditions  at  less  than  thrir  actual  cost.  A  tunnel, 
constructed  according  to  the  methods  oi'  a  generation 
may  have  cost  more  than  would  be  required  now.  While 
these  estimates  might  serve  a  useful  purpose  in  determining 
the  amount  of  reserve  which  should  be  set  aside  for  in- 
surance, depreciation,  or  new  construction,  they  would  not 
be  of  material  assistance  in  the  determination  of  the 
amount  of  capital  funds  which  have  been  invested,  or  at 
what  amount  the  investment  stands  at  the  time  adequacy 
of  return  upon  investment  is  a  material  issue  in  consider- 
ing the  limits  of  public  regulation. 

Realization  Value. — Again,  it  is  a  matter  of  no  concern 
for  either  taxation  or  rate-making  as  to  what  amount 
might  be  realized  on  roadbed,  structures,  and  equipment  if 
sold.  Any  appraisement  which  will  be  useful  for  these 
purposes  must  be  of  the  properties  as  a  going  concern. 
The  value  of  the  capital  assets  of  a  corporation  which  has 
obtained  them  and  intends  to  use  them  for  productive  re- 
turn has  no  relation  whatever  to  the  amount  which  those 
assets  would  bring  if  sold.  The  value  of  the  New  York 
Central  terminal  lands  in  New  York  cannot  be  found  by 
considering  those  properties  merely  as  real  estate.  A  mo  in- 
adequate figure  would  be  obtained  by  considering  the 

"  Adams,  "Valuation  of  the  Non-physical  Klnm-nt  in  Railways," 
Mich.  I'.,].  Sri.  Ass..r..  PriifoBfioi  .  n  If  Hull. -tin,  no. 

21:    78-81;    Report  of  the  industrial  rnmiiii»si<ni.  IX,  .'57 
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.mi.. mil  \\IM.-II  t)u»  PeooitN  -HIM!  it  nccewary  to  pay 

.ilier    int..    Ill 

On  tin-  "id.  i    M. in.:  -  aru'iiini-ntt  have  been  pre- 

-fin  I  pleaclen  attempt  ing  to  show  that  uj-.n 

the  bank  »adn  are  not 

utatfed   aa  irrelevant 

il  tin*  nin. Mint    i  :<1  se- 

•  •untiea  to  b«  without  qualification.     AasuniiiiK 

that   through  .-oil  miring,  finai 

purposes  of  .-nut:  rom  any  other  motive,  an  unwar- 

•lount   I  id  for  a  pro;  his  ia  no 

reaaon  why  the  public  should  IK?  estopped  from  receiving  the 

benefit  of  au«  as  would  be  equitable  and  just  if  the 

property  had  bei-n  l>uiit   ,tn  th«    .  \-  bad 

t  haa  been  uaed  in  purchasing,  or  that  aharea  or 

s  have  been  distributed  with  regard  only  to  adjusting 

••ir  invest  i  us,  or  that  shares  have  been 

purchased  and  s«>M   in  the   market   without   regard  t/»  th- 

<>f  th.    property,  or  purchased  and  sold  at  prices 

resent  earnings  which  a  r  t«.  the 

puhlic,   these   circumstances  should  not  be   permitr 

operate  as  a  permanent  barrier  t«.  ultimate  adjustment  of 

rates  of  transportation.    Many  of  these  factors  have  not 

the  remotest  connection  with  the  questions  at  issue,  and  it 

is  unnecessary  to  consider  them  seriously  here.    With  all 

due  allowance  for  the  large  sums  which   have  been  ex- 

d    upon    !>.  torments    and    additions    and    charged 

vnt    earnings,    thus    reducing    the    original 

am<>imt  <>f  iir'.v  considerations  which  have  been 

need  point    t..  the  conclusion  that  while  the  amount 

of  excess  is  mall,   there   Is  undoubtedly  some 

s  of  many    railroad*,   and   in   the 

ease  of  some,  such  aa  the  Rock  Island,  the  Southern,  and 

the  Minneapolis  and  St.  Louis,  the  amount  is  considerable. 

Occasion*  of  Inflation.-— Advantage  haa  been  taken  of 
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various  occasions  t<>  increase  the  par  value  <>!'  liabilities 
\\itlmut  regard  to  the  real  capital  nl1  the  .•.,r|.«.ratinn. 
Writing  in  1869,  Mr.  Charles  Krancis  Adams,  Jr.,  said: 

-Mi.  ODIlcvivi  -tsitudc    of    railroad    fortune    has 

at  Bonn*  time  s,T\ed  its  turn  as  an  6X01106  for  itOCk  \\atrrin-j. 
<%ompanirs  ha\e  \\alen-d  their  sl«»« -U  lin-.-iu-e  ihey  were  ri«-li  and 
had  n  surplus,  and  they  lia\«-  watered  it  hr.-ausc  they  \\nv  |,.H,I- 
and  could  nut  make  dividends;  they  have  \\aten-d  it  he.au-e 
they  did  not  have  stork  enough,  and  reeeiitly  l-'.rie  haH  been 
B  there  was  so  inueh  of  the  stock  that  more  made 
no  difference.  Stock  has  hem  issued  lire.-nisr  roads  have  hren 
suhjeeie.1  to  opposition,  and  it  is  regularly  Issued  because  they 
are  exempt  from  it.  12 

Many  railroads  have  been  overcapitalized  at  the  outset 
by  issuing  liabilities  in  excess  of  the  investment  represented 
in  assets,  others  have  been  inflated  through  the  proce 
consolidation,  but  probably  the  greatest  part  of  the  watered 
shares  now  outstanding  is  the  result  of  reorganization. 

The  methods  by  which  fictitious  capital  liahilities  have 
been  set  up  have  varied  with  individual  cases.  It  has  been 
necessary  to  sell  bonds  at  a  discount  in  order  to  obtain 
capital  inr  the  construction  of  new  lines  into  undeveloped 
count ry.  This  practice  may  not  be  open  to  criticism  as  a 
method  of  financing,  but  there  can  be  no  justification  for 
allowing  the  represented  cost  to  stand  as  a  reason  for 
charging  the  public  exorbitant  rates  for  the  use  of  the 
highway.  X<»r  is  it  a  reason  for  deceiving  the  public  u  to 
the  value  of  securities.  Even  fron  the  standpoint  of  op- 
erating cust,  the  amount  of  the  discount  should  be  charged 
nfT  through  a  series  of  years.  Yet  this  has  not  been  gen- 
erally done;  nor  has  it  been  seriously  considered  in  tin- 
determination  of  what  it  is  proper  for  the  railroad  to  earn. 

Construction. — Allied  to  the  sale  of  bonds  below  par  is 
the  granting  of  the  share  bonus.  The  motive  in  either 

«  Adams,  "Railroad  Inflation,"  Worth  Amer.  Rev.,  CVIII,  130-40, 
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case  it  the  tame — to  provide  a  market  for  the  bond*      In 
practi    ,  tit.-  share  boniui  hai  been  on.  most  eff« 

lie  speculative  builder,  who,  not  content 
with  normal  profit*,  ha*  wiahed  to  share  in  the  pro*i> 
result  it  the  i  of  those  upon  whom  he  baa 

unlo.  r  has  not 

been  satisfied  \\i\\\  t  lie  profits  arising  from  the  use  of  any  one 
of  those  methods      The  railroad  <  .-ompany  has 

also  eontritn,  through  excessive  prices  for 

and  materials  suppli-d   in  \   .similar 

method  baa  been  the  acquisition  of  nth.  r  lines  of  railroad 

persons  connected  \sith  the  company,  who  by  virtue 
of  th<*ir  relat  rs  and  as  »• 

liilieult  to  obtain,  hut 

t  has  been  oi  -\\.  d  there  can  be  no  doubt.    On 

the  other  hand,  it  has  snm. -times  been  good  \>  take 

tin-  eontrol  of  another  railroad  at  prices  \vhieh  under 
ordinary  .•ir.-iimstances  would  be  justly  considered  excess- 
ive. In  the  purchase  of  equipment,  also,  there  is  oppor- 
tune ion.  A  railroad  will  order  cars  from  a 
builder,  who  in  turn  will  procure  his  cartings  from  a 

iry.     This  foundry  will  hill  the  car  builder  at  a  priee 

•  I  and  then  return  as  a  i  the  rail 

road  the  ditTereiiee  between  the  cost  of  the  cars  and  their 

value.     The  ear  Mulder  in   turn  will   hill  the  railroad  or 

tee  of  the  ear  trust  securities  for  an  amount   t<> 

this  ti. -titi.iua  cost  plus  his  work  of  assembling.    The 

ad  will  then  apply  the  rebate  to  the  credit  of  a  re- 
serve account,  instead  of  the  equipment  account.  The 
result  is  to  place  a  fictitious  value  np«.n  the  equipment. 

-rganitatwn. — The  substitution  of  a  large  amoun 
low-grade  seemi*  a  small  amount  of  securities  of 

grade  has  been  the  most  eomnion  form  of  stoek-water- 
ing  within  recent  years.  I'sually  t!  -e  has  t. 

place  in  the  e..urs,-  ..t'  reorganization  proceedings,  the  un- 
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derlying  purpose  being  In  ront'orm  the  securities  in  the 
dictates  of  commercial  necessity  in  such  a  manner  that 
present  sacrifices  may  be  eventually  made  Rood  out  of 
future  profits.  Thus  junior  bondholders  have  been  asked 
to  submit  to  a  reduction  in  the  rate  of  interest  on  the  prin- 
cipal, and  to  obtain  their  assent  a  return  in  the  i'nrm  of 
some  preferred  shares  and  a  large  amount  of  common 
shares  has  been  offered.  Instances  of  railroads  which  have 
inflated  the  par  value  of  outstanding  shares  through  proc- 
ess of  reorganization  are  furnished  by  the  Atchison,  the 
Baltimore  and  Ohio,  the  Erie,  and  the  Southern.  In  the 
case  of  the  Erie  and  of  the  Southern  as  well,  shares  were 
i^Mird  upon  which  it.  was  never  expected  dividends  would 
be  paid.  There  can  be  no  question  that  the  represented 
par  value  of  their  shares  should  not  be  considered  in  de- 
termining the  rates  for  service  to  the  public.  Judicial 
consideration  of  a  fair  return  on  investment  cannot  < •<>n- 
cern  itself  with  the  practice  of  issuing  such  bonus  shares 
at  reorganization,  for  through  this  method  a  determination 
of  capital  assets  would  be  an  impossible  task. 

Inflation  of  capital  liabilities  may  also  be  brought  about 
through  the  substitution  of  securities  for  unsecured  or 
collateral  notes.  Thus  the  funding  of  the  floating  debt 
may  result  in  an  increase  of  the  amount  of  represented 
capital  liabilities  without  causing  an  increase  of  capital 
assets. 

Consolidation. — Consolidation  has  afforded  opportunity 
for  inflation  under  pretense  of  bringing  the  values 
of  the  shares  of  the  constituent  companies  to  a  basis 
of  equality.  At  the  organization  of  the  New  York 
Central,  the  par  value  of  capital  liabilities  of  1 1n- 
new  corporation  exceeded  the  aggregate  par  value  of 
capital  liabilities  of  the  constituent  companies  by  about 
fifty  per  cent.  In  the  same  way  the  capital  of  the  Lake 
Shore  and  Michigan  Southern  was  inflated.  Overcapital- 
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ization  may  be  said  to  have  been  the  usual  accompaniment 
of  must  •  1 1  road  eonaolidaUona,  and  IM  in  the  |» 

:  consolidation  m  th.    nineties,  inflated  » 

ten  an  opj*  obtain 

profits.    Y   '    in  in. -t   instances  i  »ad*  which  have 

been  oven-.ipitali/.-.i  in  thin  manner  have  been  abl«-  i 
creaae  th  me  to  such  an  extent  as  to  pay  dm 

.1.  n«ls  .m. I  i  price  of  securities  up  to  par; 

and  in  i!  •*  by  means  of  liberal  appropria 

of  earnings  to  I*  •*  and  additions  to  property,  th. •> 

have  been  al»l«-  t..  in.-r.-a-  apital  assets  correspond- 

ingly     I  '»  this  <"niH'ction  to  note  that  in 

MIS,  to  which  reference  has  been 

the  New  Y  «  Lake  Shon .  th.    I»enn- 

tin    l»ii  t    \Vayne,  and  Chicago,  and 

tin-  Chicago.  Bin  Iroads  were  • 

as  ex  \\hi.-ii    \\.ro  grossly  overcapitalized. 

•  rouhl  not  be  made  to-<lay. 

Within  r.> , nt  \,.ii-s  in'lation  has  been  effected  through 
tin-  inrdiiiiii  of  ill.-   hnlilin^  company.     By  t1 
has  been  possil.l,    to  issue  securities   in   amounts  li 
only  hy  th.   desires  of  promoters.    The  Reading,  Sout 

,  and  Rock  Islan.  ni*.s  tuniish  cases 

in  point 

Share   Dividends.— The  issue  of  share   dividends  is  a 
m.-thnd  ..f  irr'ati.'ii.     Shares  may  be  issued 
in  this  nianiier  to  represent  legitimate  diversions  of 
plus  s  to  bet  ts,   additions,  and     \'    isions. 

In  this  way,  also,  sur;>his  earning  power  may  be  capital- 
ized upon  the  principle  observed  in  private  business  enter- 
prises. The  \\,  11  known  ease  of  the  Chicago  and  Alton,  in 
uhidi  $120,(x  i  s.-. -unties  were  issued  to  represent 

an  actual  investment  nnc.third  that  amount,  may 

be  citwl  again  as  an  illustration  of  nt   to  which 

finan.i.  n<  have  gone  in  the  absence  of  legal  or  corporate 
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restraint.  A  common  motive  behind  tin-  share  dividend  is 
the  concealment  of  earnings  in  order  that  legislative  inter- 
ference with  transportation  charges  may  be  averted. 
Shares  have  been  issued  in  this  manner,  also,  for  purely 
speculative  purposes  by  directors  who  have  taken  advantage 
<>f  their  p..xiti«»ns  to  enrich  themselves  at  the  expense  of 
those  whose  interests  they  were  elected  to  serve.  The  most 
glaring  instance  of  this  sort  is  undoubtedly  that  of  the 
New  York  Central  in  1868,  when,  at  a  special  meeting  of 
the  directors  held  at  midnight  at  the  residence  of  one  of 
the  New  York  directors,  a  dividend  of  eighty  per  cent  in 
shares  and  four  per  cent,  in  cash  was  declared.  This  in- 
creased the  represented  capital  liabilities  by  sJ2,500,000. 
As  the  shares  of  this  company  had  been  depressed  in  the 
market  for  some  time  prior  to  the  announcement  of  this 
action,  a  speculative  clique  composed  mainly  of  directors 
was  enabled  to  buy  large  blocks  of  shares  upon  which 
profits  were  realized  by  the  holders,  but  with  no  benefit  to 
the  corporation  and  with  no  regard  for  the  interest  of  the 
public.18 

Represented  capital  liabilities  may  be  inflated,  also, 
through  an  issue  of  script  conveying  to  shareholders  the 
right  to  subscribe  to  new  shares,  but  only  in  case  the  privi- 
lege to  subscribe  be  offered  below  par.  By  this  method 
the  surplus  is  represented  in  capital  liabilities  at  an  amount 
in  excess  of  capital  assets  by  the  amount  of  the  discount. 
In  1900  the  Baltimore  and  Ohio  offered  new  shares  to 
shareholders  at  eighty  cents  on  the  dollar. 

Urging  vested  interest  as  a  basis  of  appraisement,  it  is 
sometimes  claimed  that  the  investment  of  the  holder  of 
capital  liabilities  is  the  amount  which  he  paid  on  the  mar- 
ket, and  not  the  amount  which  the  corporation  received 
from  the  original  eontribution  of  capital.  Such  a  method 
of  reasoning  cannot  be  allowed  to  prevail  without  defeat- 
is  Commercial  am/  l-'iti'iHriiil  chronicle,  VII,  813-4. 
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limi.     Tin-  prir. 

present    h"ldrni  may  have  !»•  it   may 

•mirs  tli  !  i..  tlu*  corpora 

ive  been  inueli  km  ' 
Rt«  'I/I.-UN   '  .     Th.-  question  of 

t  crest  from  theM 

point  of  tin-  .shipper.  tin-  :  :  tin-  piiMi«-.  *      1 

m  a  wide  dilTen-ne,'  • 

eapitali/ati«.ii  up..  n  rates.  It  is  held  by  many  that  rail- 
roads tax  <-d  stock, 

Icy  has  saitl:  "Of  all 

the  charges  air-unst  th.-  r.-iilm.-uls  this  i-  the  most  popular; 
t  is  one  \\lii--h  has  the  least  foundation."  ia     Similar 
opinions  are  held  by  Mr.  Thomas  F.  Wood  lock,1*  and  by 
other  tinaiieiiil   writers  of  prnminenee.     Judge  Martin  A. 
;nnnan  of  the  interstate  commerce  com- 
mission, maintains  that  overcapitalization  has  no  relation 
to  tin-  MI  .li>rriminatnry  rates  on  C  lines, 

I.  ut  \\ln-n  it  comes  to  the  determination  of  what  constitut*  s 
a  rate  \\hi.-ii  shall  be  fair  in  its.  It',  ,,r  a  proper  charge  for 
non-iMimp.-titiv.-  traffic,  he  admits  that  the  question  of  rep- 
resented capitalization  in  its  ivlati«>n  t«.  fair  valuation  of 
assets  must  be  considered.17  This  need  not  differ  materi- 
ally from  the  view  of  Had  ley  and  of  Woodlock.  A  more 
adequate  statement  of  the  case  has  been  given  by  Doctor 
William  Z.  Ripley,  who  says: 

"This  was  hardly  the  opinion  of  Sidney  Dillon,  who  said:     "An 

a  matter  of  reason  and  ;  f  capitalizatior 

oerns  the  stockholders,  and   t  -  <>nh.     A  citizen,  aim- 

1  -    at)    mi  |M-I  l  metier   when    he   questions   the 

of  any  corporation   to  capitalize   its  properties  at  any   sum 

what.^  >,c  Railroa  BMC,  GUI, 

have  made  some  progress,  it  seems.  »  time  when 

such  views  were  given  serious  r 

>»  Hadley.  -Railroad  Abuse*  at  Home  and  Ahnwd."  .V«o 
ton    /:         II.    :i59% 
>•  Report  i.Justrial  commiasion,  IX,  456-7. 

M!  .  i\. 
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Hut    indirectly.   capital    do«-s    have   some   eonne.  tion    \viili    : 
In   fln>  Ion-  run  UDC6MITC  capitali/ation   tends  to  kee|,   rates 
.  ..||srr\;it  I  .  li/.;ilii»li       lends      to      make       rate-.       |o\\  . 

.     are   governed    l>\     "\\!i:it    tin-    trallic    will    ln-;ir."     An    ini- 
p..rt:int   element    in  determining  what    the  tr;it1i«-   will   he;ir    i-    the 
•mpetiiioii.    \\hen-    .  T\\o    kinds    of    compe- 

tition arc  t<»  In-  diMin::uished  here,  \\liirh  li;i\<-  IM-.-II  trriui-d  !••• 
s|Mtti\r|y  diriMt  ;ind  imlin-rt  competition.  l»irr«-t  «.iiip<-t  ilion  i- 
th:it  iM-twrrn  lines  cM\criii^  tin-  s.-iuu-  inritory  or  connectint,'  tin- 
s:iiiM«  t«>niiin:ils:  indirect  compel  ition  t:ikes  pl;ic<-  |.e|\\een  r»:c\< 
having  uo  territory,  in  rniiimoii.  I'Ut  servinu'  prodn.  ,-rs  who  ;ire 
cMinp«'tin«  for  the  supply  of  the  KIIIIIC  ni;irkets.  .  .  .  'I'liis 
sort  of  lii(lin>i-t  competition  in  tin-  distribution  of  products  puts 

tain  <-lieck  upon  rates,  even  where  direct  competition  is  en- 
tirely absent  Where  competition  of  either  kind  exists.  r:it(»8  are 
i:ot  dominated  by  the  amount  of  capitali/at  ion.  Hut  competi- 
tion in  either  form  is  not  always  present.  Where  It  is  absent, 
overc;ipitali/.ation  with  high  fixed  diaries  ;nid  dividend  require- 
ments may  lend  to  the  raising  of  rates  above  the  amount  that 
would  Kive  reasonable  returns  upon  the  actual  investments. 
High  capitalization  tends,  moreover,  to  keep  up  rates  by  pre- 
venting voluntary  concessions  which  might  otherwise  have  taken 
place.  A  company  paying  high  dividends  may  find  it  expedient 
to  lower  its  rates  In  order  that  the  appearance  of  exorbitant 
profits  may  not  excite  a  hostile  public  opinion.  But  If  returns 
from  excessive  rates  can  be  distributed  in  dividends  on  watered 
capital,  the  public  Is  not  aroused  to  demand  reductions.  Hiirli 
capitalization,  therefore,  has  at  least  an  indirect  bearing  on  rates. 
The  amount  of  railroad  capital  is  not  to  be  regarded  as  a  matter 
of  no  concern  to  shippers.^ 

Thomas  L.  Greene  also  assumed  that  the  public  had  some 
interest  in  the  matter,  saying:  "What  the  community  has 
lost  in  freights  and  facilities,  through  the  efforts  of  the 
managers  to  pay  dividends  on  doubled  capital  at  a  rate 
which  should  nominally  be  as  high  as  the  usual  interest  on 
borrowed  money,  can  only  be  a  matter  of  conjecture.  "1W 
The  amount,  in  his  opinion,  however,  was  small.  But,  as 


.,  XIX,  414-5. 
"Greene,  "Corporation  Finance,"  139. 
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be  p.  t,  tin-  n  concerned  not  only 

with  fair  it   with 

again,  overca;  has  an  evil  effect    "When  a  de- 

IM   pn.rit   ,-,,„„  s.  watering  baa  a  direct  effect 

The  managers,  knowi  a  redut'ti»M  in  th«-    iinlend 

rate  uill  l»-  vry  uiipn|  ive  in  every  way, 

legiti:  .in.l    ill.  to   roiitiniii'    tin-    nhl    pay- 

.    will    withdrav.  I    discharge   era- 

ployeea,  will  buy  less  mipplirH,  ami  in  «-\vry  way  wii 
deavor  to  increaae  t!  .•.nmntfs  up  to  the  f<> 

amount,   with   the   result    that    tin-   pul»li«-    an-   il.-j.  rived  of 
hi'-h  they  are  entitled  an<l  whi.-h  they  might 
rwiae  obtain.  M«° 

\VI  liffcrence  of  opinion  there  may  be  aa  to  the 

effect    of  n    npnii    tin*    shipper,    th.-rr    is    •/••neral 

agreement  a*  t..  tin   wrong  it  may  do  the  investor.    Thus 
Pre«i«l'-Mt   lladley  says: 

The  wont  of  the  matter  l«  that  when  the  practice  of  utock- 
waterlng  once  becoinn  tolerated  it  IB  definitely  ahuaed  by  tlioae 
who  are  in  a  pOMiti.-n  i<>  do  HO.  If  coropanlea  begin  to  tone 

II.  tlti,,  us  r:i|.it;.l  t!irn>  is  no  limit  to  such  Ifwucii.     A  false  capital 

(IfM  MpiMirtunlty  f«»r  i-vi-ry  kin.l  ..f  stock-cpecnlatlon  and 

for  all  aorta  of  Illegitimate  method*  of  control  by  financial  op- 

This  was  also  the  opinion  of  Greene,  who  wii.l: 

Another  ol)J(Nt!,,n  to  sm  k-watering  la  that  while  It  provide* 
a  method  by  which  capitalisation  and  profita  may  correspond- 

-•as*.,   it  nfTorda  no  meana  of  registering  a  d.-»  -lin«-   in 

!  in.     In  *|*'«  -ulntlvi'  America  flactnatloiiH  In  bUMlneiw  j 

!.  and  one  of  the  embarranHlni:  thintr<  in  Wall 
•'   Nharra   having   !ittl<»  or   no   In 

trlnsi,-  valnr.  i.ut  uhi.-ii  may  be  uani  nipiilotm  and  aome- 

timea  almoat  penniless  adrentnr.  in  imssessloQ  of  a  rall- 
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way  or  other  company.  Tin-  temptation  in  such  cases  Is  great, 
for  the  men  thus  placed  in  control  t<>  recoup  themselves  in  some 
way  for  tin-  '  ost  of  pun-basing  Hint  control.  Low -prii ed  stocks 
cannot,  of  course,  be  avoided,  hut  their  number  might  )..-  largely 

decreased  if  we  could   remove  n- tin-  ezcbaoffe  those  shares 

which  represent  "water"  principally,  and  which  have  fallen  be- 
low 1!  ::itioii8  of  optimistic  st..,  -u  \\  atercrs.  .  .  .  An 
unreal  prosperity  may  he  brought  about  through  an  illegitimate 
curtailing  <»f  expenses  and  in  other  ways,  SO  that  an  extra  ISBIM 
of  stock  may  falsely  be  made  to  seoin  jnstitiahlt-  on  cronnds  of 
large  but  fair  profits.  Or  honest  j.m>|.rriiy  n.a.N  ••.inn-  up  quickly 
to  fall  as  quickly.  In  either  case,  whether  throu-h  fraud  or 
ern.r.  the  increase  of  capital  stock  may  he  < •omnicivially  un- 
warranted and  a  source  of  loss  to  fuuocent  inve<toix.  Airain. 
pai-ties  in  control  of  a  railroad  or  other  lar^e  corporation  owning 
comparatively  few  shares,  may  decide  suddenly  to  distrihute 
new  shares  free.  and.  hy  taking  advantai:*'  of  their  e\clnsi\,- 
information,  may,  if  unrestrained.  in:ik«-  lar^'e  sinus  of  money 
for  themselves.  Or.  further,  a  company's  directors,  to  perpetu- 
ate their  control,  may  Issue  new  shares  to  themselves  .it  merely 
the  COSt  and  trouble  of  buying  old  shares  on  a  mar-in.  This 
may  result  in  giving  over  to  men  not  equitably  the  real  owners, 
the  management  of  an  important  property.  Such  control  is  not 
likely  to  he  exercised  for  the  public  good,  hut  rather  for  specula- 
tive purj»oses.  Such  stock-watering  as  this  is  an  abuse  of  the 
principles  of  Rood  corporation  finance,  against  which  it  Is  the 
right  of  the  state  to  protect  Itself  by  all  legitimate  mean 

I'rofessor  Ripley  says  of  the  evils  of  overcapitalization: 

It  invites  tinea  rued  profits  on  the  part  of  promoters  leading 
to  corporate  organization  or  financial  readjustment  in  unneces- 
sary or  unmerited  instances.  It  stimulates  extravagance  on  the 
part  of  hanking  syndicates  In  the  prices  offered  or  paid  for 
constituent  companies.  It  facilitates  internal  mismanagement, 
even  promotes  actual  fraud,  by  the  ease  with  which  the  i.M,st 
alert  stockholders  may  he  confused  as  to  the  real  standing  of 
their  own  company.  And  finally,  it  invites  speculation  and 
market  jobbing  among  the  public  by  the  relatively  small  capital 
necessary  to  deal  in.  or  acquire  control  of.  considerable  blocks 
of  -lock.  ...  In  most  cases,  probably,  the  evils  ascribed  to 
ipitali/ation  are  merely  concomitant  rather  than  resultant. 

22  Greene,  140-1,  143. 
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In  other  word*.  o\  iixatton  I*  often  mtrvljr  M 

of  flim  mi  »ii  r.i  kht**iN«**.  wlih-li  umkp*  ltiM*ir  known 


He  also  poinU  out  at  a  fundament.  overcaj. 

isation  "the  absence  of  adequate  *••  th<- 

and  >.-.-., nd!  hritf  that 

H    tliat    »»orro\Miiu'   eapa.-ity.    uhilr   dependent 
upon  current  revenue  for  rout,  muni  ultnn.it.  ly  rest 

up'. ii  the  attachable  pr<>:  final  sceun 

suggests  that  receivewhip  may  have  more  than  a  remote 
eonnretion  \\itli  •  >v.-n-a| »it al i/.  ••  an  overlM.-nl.-ii  pnip- 

•••ssarily  liavr  more  difficulty  irj  i-xt.-inlir 
loans  tli.m  nne  against  which  only  a  moderate  am<>u 

is  nutMaixlinir     It*   tic-   time  for  renewing  its 
loans  sliouM   fall  in  a  period  of  financial  stringency 
H  to  tin-  courts  ;  The  cases  of  tin 

Great  Western,  ;m<l  tlir  Seaboard  Air  Line,  both  in 
1908,  may  be  cited  in  this  comnTtion. 

privilege  of  issuing  securities  without  limit.  .  ith.-r 

..!   \\itli  ill.-  pulili<-  suhsiiiy  abuse  or  alone,  has  acted 

as  an  in«  nti\.    t..  the  construction  ot   mu< -h  ntmeceasary 

.iurc.     It  is  tniM  that  railroads  extended  into  umlrv.-l- 

oped  territory   usually  became  paying  properties  aft 

.  l»ut  it  is  also  true  that  if  i-on*tru«-tiMii  <'°uld  hav«- 
proceeded  with  less  speed,  the  puMi--  would  have  been  bet- 
ter served.  an<i  investors  saved  much  loss.  As  to  such  rail- 
roads as  the  West  Shore,  "Nickle  Plat.."  and  Chicago 
Great  Western,  it  would  be  difficult  to  discover  a  legiti- 
mate reason  why  they  should  ever  have  been  built 

insistency  of  I'tthlic  Attitude.— In  its  attitude  to- 
ward the.  matter  of  railroad  capitalization  the  public  has 
been  inconsistent,  and  it  is  undoubtedly  true  that  the  re- 


»  Rip  Ma,  Poob  and  Corporation*,"  utiii-nhr. 

lift, 
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suit    has   hern    ,-ui    KlM  il    "I"   stork-walerinvr. 

By   attempting    to    limit    both    tin-   amount    of   the    returns 
which  a  railroad  may  pay  to  sharchold. -rs.  and  the  amount 
Of  capital    liabilities    which    it    may    issue,    tin-    public    has 
allowed   its   prejudice  to  defeat  its  own  ends.     "liy   this 
prejudice  airainst  high  dividends,"  according  to  Greene, 
"the  puhlie   is  itself  mainly   responsible  for  such 
unpaid    stocks  as  are  made   to  conceal    the    fad    that    the 
earnings  are  larger  than  the  usual  rates  of  interest,  and 
thus,  also,  it  often  comes  about  that  the   puhlie  deprives 
itself  of  a  certain  natural  protection  against  unfair  or  in- 
equitably fair  earnings,  which  if  openly  paid  ini^ht  attract 
competition   through   the  openly   displayed   possibility  of 
large  profits.     Such  restrictions  upon  dividends  do  I 
times  affect  the  number  of  improvements  made  in   prop- 
crty  or  in  train  service  by  turning  to  betterments  funds 
which  would  otherwise  be  distributed  to  stockholders,  but 
this  is  the  utmost.*'25     Again,  "Public  opinion  still  insists 
that  the  rates  of  dividends  paid  by  corporations  shall  be 
measured,  as  to  their  fairness,  by  the  ruling  rate  of  in- 
terest on  borrowed  money.     It  is  constantly  said  that  five 
or  six  per  cent,  annual  returns  on  the  share  capital  of  a 
company  is  all  that  should  be  paid,  since  about  that  per- 
centage is  the  normal  yield  on  bonds  or  commercial  paper 
or  paid  on  notes  discounted  at  the  banks.     It  is  overlooked 
that  the  standard  thus  set  is  the  rate  on  money  loaned  on 
good  collateral,  and  considered  secure  both  as  to  interest 
and  principal.     The  comparison  may  be  proper  as  he: 
the  prevailing  rate  of  interest  and  that  paid  by  the  com- 
pany on  its  bonds ;  but  manifestly  the  returns  on  that  part 
of  the  capital  hazarded  by  the  shareholders  should  not  be 
so  judged.     .     .     .     The  remedy  for  stock-watering,  there- 
fore, even  in  its  innocent  form,  is  not  additional  law,  but 
a  change  in  public  opinion,  which  shall  allow  the  payment 
**  Greene,  "Railroad  Stock-watering,"  Pol.  8ci.  Quar.,  VI,  480-1. 

344 


«>\i  K<  \i-ri  \i  i/  \i  ION 

of  it  i  teen  per  cent,  if  legitimately  earned* 

t"  the  shareholders  of  ••  »nji.t>T* 

Such  a  contention  is  imt  without  .force;  Imt  -t  be 

too  •  '"1   tli.it   our   railmada  have  been  built 

largt-  t   the  proceeda  of  their  bonds,  and  that   in 

nil  road  cons'  baa  proceeded  on  a  share 

il  basis,  the  risk  haa  been  small  and   th«     h.  id  ends 
have  been  generally  at  a  hiu'li-  r  rat.    than  has  been  re- 
<1  on  secured  loans.     It  is  not  that    tin-   public  haa 
t.»  a  hitrh  return  upon  share*  \\hi--h  represent  cor- 
reaponding  value  in  assets,  or  the  possession  by  the  man- 
agement of  qualities   "f   ton-sight  and  pruden. , .   but  so 
numerous  and  so  flagrant  have  been  the  instances  of  abuse 
•tors  of  their   position  of  monopoly  ad- 
vantage over  tli.'   public  and  tli<  •      1  vantage  over 
investors    tliemaelves    that   radical   and    futile    n->tr. 
legislation  nuL'Kt   have  been  expected  as  a  natural  conse- 

! nt ion   of   Issuance  of  Securities. — Notwith- 
standinLr  tin-  obvious  need  for  laws  imposing  eff. 

it  upon  the  issue  of  securities,  tin-  n  of  th«- 

publi.-  initxl  upon  the  subject  has  been  such  an  • 
itself  in  .-iili.-r  ina.l.-.iuat.-  measures  on  the  one  hand,  or 
drastic  restrictions  on  the  other.    Many  of  the  states  have 
made  no  attnnpt   \\hat.-v.-r  in  this  din-.-tion. 

Although  the  railroads  of  Massachusetts  were  conserva- 
tively financed  at  tin-  time  of  construct!  ,11,111 
issue  of  large  blocks  of  new  securities  led  the  legislature 
to  adopt  a  r  in  1SJ»4.  At  that  time  the 
issue  of  share  or  script  U  was  forbidden,  as  was 
also  the  issue  of  any  securities  exec;  ish;  and  th<> 
1  Mit ion  among  shareholders  of  the  proceeds  of  a  new 
issue  of  securities.21  It  was  turtlu  r  t  na.  t.  d  that  a  rail- 
road might  increase  its  capital  liabilities  beyond  the 

M  Greene,  "Corporation  Finance,"  189.          »' L.  1804,  e.  350. 
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amount  allowed  1»\-  its  charter  mily  upon  Hie  consent  of 
the  bojinl  of  railroad eommusionerB,  ;m<l  the  amount  oi'  the 
increase  was  left  to  the  decision  ,.r  the  board  after  a  hear- 
ing. New  shares  were  first  nlTm-d  to  existing  shareholders 
at  a  price  not  l<>\\«r  than  tin-  market  value  of  the  old 
shares  at  the  time  the  increase  was  determined  upon.  I  nit 
it  was  for  the  board  to  declare  what  this  pri<-e  should  be. 
Except  in  amounts  of  leas  than  four  per  cent,  of  its  capitali- 
zation,  a  corporation  was  to  sell  at  auction  shares  for 
which  there  was  no  demand  from  existing  shareholders; 
and  no  shares  might  be  sold  for  less  than  par  vain.-.-' 
Meanwhile,  the  old  law  limiting  the  dividends  on  shares 
to  ten  per  cent,  continued  in  force.  Similar  laws  were  also 
enacted  in  Maine,29  and  in  New  Hampshire.80 

A  special  commission  on  commerce  and  industry  re- 
ported in  1908  that  the  anti-stock-watering  law  of  Massa- 
chusetts defeated  its  own  purpose,  and  tended  to  discour- 
age the  investment  of  capital  in  Massachusetts  railroads. 
It  attacked  the  principle  of  the  law,  holding  that  when  the 
state  prescribed  a  price  above  par  as  a  minimum  ha-U  on 
which  new  shares  might  be  offered,  it  thereby  limited  itself 
in  subsequent  efforts  to  determine  the  fairness  of  returns 
upon  investment  in  railroad  shares,  for  it  could  not  with 
fairness  refuse  to  allow  a  return  upon  the  basis  which  it 
had  already  established  in  its  own  interest.  The  commis- 
sion declared,  moreover,  that  the  public  is  mainly  con- 
cerned with  the  maintenance  of  satisfactory  service  at 
reasonable  rates,  and  not  with  the  earnings  of  the  rail- 
roads. It  therefore  condemned  the  policy  of  limiting 
profits,  so  long  as  rates  and  service  remain  satisfactory.31 

"L.  1894,  c.  462,  472,  502;   also  L.  1897,  c.  337.     See  also  Bui 
lock,  "Control  of  Capital ization   of  Public  Servi..    <  ,,, ,, orations  in 
Mass.,"  Amer.  Econ.  Assoc.,  Quarterly  (3  ser.)  Ml. 

2»  L.   1897,  c.  186;  amen.!-.]    l!M»l.  c.    ITS, 

»oL.   1897,  c.   19,  amended    l!»ni.  c.  42,  and  repealed  L.   1911,  c, 
164. 

«i  Commission  on  Commerce  and  Industry,  Report,  57-69. 
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In  1  MK  th.  1,-tfislature  modified  the  law  by  providing  that 
new  tales  of  shares  may  be  offered  to  shareholder*  at  such 
price  not  leas  than  par  as  the  shareholders  themselves  may 
the  approval  of  the  railroad  commit- 
won.  need  be  no  longer  fixed  with  reference 

to  any  ajwumed  "mark,  t  valu. -."  and  th.-  board  of  railroad 
commissioners  is  given  full  dism-tinn  t<>  d.-ti-nmii.-  \si 
it  is  so  low  as  to  be  inconsistent  with  tin*  pul.li.-  interest." 
Mew  Hampshire's  public  service  commission  act  of  1  Ml 
lar  provision." 

Texas  took  action  in   1893  t<>   limit    th- 
amount  of  new  securities  whi<-h  might  be  issued  by  rail- 
road corporations  by  requiring  that   tin-  am«.unt  ..f  nut 
standing  capital  issues  should  not  exceed  the  "reasonable 
value"  of  the  railroad  property,  as  determined  by  the  rail 
road  commission.14    Tin*  law  «•..-.  ild  have  no  effect  upon 
the  securities  outstanding  at   th<-  time  of  its  enactment, 

i  the  case  of  bonds  which  it  is  desired  to  refund, 
(•MI  it  imposed  an  »  restraint  upon  the  securities 

ild  be  issued  to  finance  the  const ru<ti«>u  of  exten- 
sions and  ii'  u  lines.  Because  of  this  law  the  outstand- 
ing securities  of  Texas  railroads  were  reduced  fr<>m 
$40,N  nflc  in  l«j.i  tn  >.;i.:,;JO  per  mil,-  in  1906. 

During  this   per  mil.-airr    in   the   state   increased 

ve    per   cent."    This   law   imposed   considerable 

hardship  upon  tin-  nld,-r  roinpaiiics  which  had  outstanding 

amount  of  securities,  for  it  effectually  pre- 

>c   financing  of  extensions.     It  was  modi  tied    in 
•A!I.-II  i  ad  commission  was  authorized  to  ig- 

nore the  amount  of  securities  issued  on  the  ..Id  lin<-  in  de- 

"L.   1006.  e.  636;    also  c.  620.    See  •!«>  Calkin*.   'The   Ma«a 
ring  Law/'  (fuar.  Jour  \l\.  «>40  & 

"  I  50. 

»  Milk-r  md  Bond  Law  and  iU  Admini»tratkm(N 

</*ur.  Jour,  of  /:,-ou..   \.\ll. 
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termining  the  validity   of  ;i   proposed  issue   for  an  exten- 


New York  in  1889  and  1890  gave  its  board  of  railroad 
commissioners  full  authority  over  the  issue  of  new  securi- 
ties, and  in  the  public  service  law  of  1907  provided  that  the 
public  service  commissions  created  by  that  act  should  have 
authority  to  warrant  tin-  issue  by  a  public  service  corpora- 
tion of  such  an  amount  of  securities  (except  tho^  issued 
for  less  than  one  year)  as  it  might  find  to  be  reasonably  re- 
quired for  tlir  purposes  of  the  corporation.  This  law  also 
specifically  requires  that  the  securities  issued  by  a  cor- 
poration formed  by  the  consolidation  of  two  or  more 
corporations  shall  not  exceed  the  aggregate  amount  of  their 
secun  These  provisions  of  the  New  York  law  have 

been  essentially  reproduced  in  a  Wisconsin  law  of  the 
same  year,38  in  a  Nebraska  law  of  1909,30  and  in  the  Mary- 
land public  service  commission  law  of  1910.40  Georgia,41 
Kansas,42  New  Jersey,43  Ohio,44  and  Vermont45  also  have 
given  their  commissions  jurisdiction  over  the  issue  of  rail- 
road securities.  Iowa  railroads  may  issue  securities  only 
with  the  consent  of  the  executive  council.40  Arizona  has 
forbidden  railroads  to  issue  bonds  in  excess  of  their  author- 
ized share  capital.47 

The  right  of  a  state  legislature  to  delegate  to  a  comnii- 
sion  authority  to  regulate  the  increase  of  railroad  capital 
has  been  assailed  in  several  instances,  but  never  success- 
fully, except  in  Minnesota,  where  the  supreme  court    in 
1907  declared  unconstitutional  such  a  delegation  of  full 

»«L.  1901,  c.  91. 

*T  L.  1907,  c.  429,  §  55.  ««  L.   1011  :    549. 

»«L.  1907,  c.  576.'  40  L.  1!M)7,  c.  71. 

»»L.  1909,  c.  108.  47  L.  1906,  c.    U. 

IM 10,  c.  180. 
41  L.  1IMI7,  no.  223. 
•    I.    I'.HI.  c. 
'    I.    PHI.  c.  196. 

L.   1900,  no.   120;   nnu-mli-.l    ]!"ns    no.   116. 
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diner  'he  railroad  and 

mix 

Keynla  '  re    Commutio*. — In 

keeping   wit  I.   the  •/•  .-  lie  rang' 

greiwioii.il  ...nt i-.. I  o\,-i  the  ..:  .,uU.  it  has  been 

t<>  -u.-   t..   th.-  interstate  «•••!!!••  Miuiuwon 

uiitii<-  .late    tli«-    i^ne    of  s.  railroad* 

engaged  in  int.-rst.it.  plan, 

.    a   railroa.l  r..iiM   inen-a.se   :  I.   it   wonhl  have 

to  ol»f  .it.-  that  lli.-  seeuritiea  are  ixhii.  .1  \\ith  th. 

nate  railroad 
•a,     'I'!..-    otllfial   recommendation   of   the   president 

was  .is   follow*: 

I  recommend  the  •  a  of  u  lav,  -  that  no  railroad 

the   interstate  commerce  art  Khali   nere- 
.niy  pni|N,se  .  \\ith  or  relating  to  any  part  of 

Ita  bualoeaa  governed  by  said  art,  taaoe  any  capital  stock  w 

>ua  or  0linuitiiiMiMis  |..i\ni.-iit  to  It  of  not  Irs*  tliau  tue 
imr  value  of  M:  <>r  :m>  l»ouda  or  other  obligations  (except 

notea  maturliiR  not   H..T.-  than  one  year  from  tue  date  of  their 
laaue).   without    ti  •  nltaneoua  paym*  nt    to  aucb 

•  ration  of  not  lesM  than  the  par  value  of  >u.  h  bouda,  or 
otuer  obllgatlona.  or.  If  liwued  at  le»w  than  tli.-ir  par  valnr.  th«-n 
not  v  n'awiiialile  market  Tallie  of 

tx)nd8  or  obligations  as  ascertained  hy  tlu>  Int.  rstate  Com- 
merce Commit  !  that  in.  or  otber  thing 
than  money,  aball  be  taken  in  ;  rjwra- 
•he  jwr  or  otber  required  price  of  aucu  stock,  bond,  or 
obligation,  except  at  tbe  fair  value  of  sucb  property,  aenr- 
lees,  or  .-tii. -r  thing  aa  ascertained  by  tbe  commit               t  that 
MI.  h  act  Mliall   also  contain   provisions  to  prevent    tin-  abuse  by 
th.-  imj.n.v  i.i.  nt  M  .-.proper  Issue  of  notes  maturing  at  a  period 
not  extttiiln^  tu.-ive  nioiitlm  from  date.  In  sucb  manner  as  to 
commit  the  commission  to  tbe  approval  of  a  larger  amount  of 
or  bonds  In  order  to                   h  notes  than  should  legiti- 
mately nave  been  required. 
Such  art  should  also  provide  for  tbe  approval  by  the  Interstate 

4»L.  1887,  c.  266;  State  v.  Great  Northern,  100  Minn.,  446. 
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Commission    o|     (In-    amount     of    sliM-U     and     bonds    to    he 
|,\      an\      railroad     company     sul'jeel      In     thi*     :i«  t      I||NI||     any 

iii/.ation.    pursuant    !••   judicial    sale   <>r   other    lc-il    pro 
IngB,    in    order    to    prevent    the    issue    of    stock    Mild    honds    1..    :m 
amount    ill    excess    Of    tin-    f:iir    \alue    of    tin-    property    which    is 
the  suhje.  t    c!    ^\\<}\    r.-..i-L':iiii/Mliuii. 

I     brlii-vr    that     these    8llgp^!«-d     m<  >d  iii«-;i  t  i< -us    in     :ind    :inicnd 
to   tin-   intrrstjiti-   roiniiirrrr   ad    \\uiilil    make  it  U   complete 
rnr«M-ti\r    iiM'MSiire    for   wruriiii:    n-nsnnnMriirss   of    r.-il.-s    ;in.| 
fairnrss  of  practices  in   thr  npcr.-itioii  of  interstate  railroad   lines. 
without    undue    preference    to    any    individual    or    class    over    any 
others;  and   would  prevent  the  recurrence  of  many  of  the  pra< 
tires  which   have  ^ivi-n   rise  in  the  past  to  so  much   public  in- 
convenience and  loss." 

Argument  in  Favor  of  Federal  Regulation. — Experience 
has  already  proved  that  a  certificate  of  a  responsible  com- 
mission serves  to  strengthen  the  credit  of  a  cor  |  M.I.  it  inn 
and  so  enable  it  more  easily  to  finance  an  issue  of  new 
securities.  Furthermore,  the  fact  that  it  may  become  im- 
possible to  inflate  securities  should  increase  the  attractive- 
ness of  existing  securities  by  tending  to  increase  1 1n-ir- 
relative earning  power.  With  new  construction  capital- 
ized at  its  cost,  the  employment  of  capital  in  railroads  must 
be  retarded,  but  as  the  new  mileage  will  he  better  built, 
the  average  capitalization  will  tend  to  fall.  The  argument 
that  this  new  attitude  of  government  toward  the  railroads 
is  hostile  to  sound  business  interests  has  been  effectually 
refuted  in  the  following  terms  by  a  competent  spokesman 
of  this  and  of  the  preceding  federal  administration: 

These  laws,  rightly  seen,  mean  a  sounder,  stronger  and  more 
widely  diffused  prosperity  for  the  real  corporate  interests, 
namely,  the  owners  of  the  railroad  shares  and  securities.  .  . 
Surely  Investors  will  buy  bonds  which  represent  one  hundred 
per  cent,  of  their  fsu-e  value  in  a<  tual  Increase  of  the  value  of 
the  property  more  readily  than  bonds  which  only  enhance  the 

«  Message  of  William  H.  Taft,  Jan.  7,  1910,  Cong.  Record,  XLV, 
461. 
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aecurlty  Klxtjr,  seventy.  or  ereo  Hgtoty  per  cent.  of  tbe 

i.  tun,-,  !..»lder»  will  find  more  «niUfa.-fkHi  to 

if  ii  is  :  ,,-,1  xtith  cbarfes  to  pay  lotrraat 

"l!    I-.  ;liirl>     |-  uletotedoeaa.      > 

•TMt  botl.N  -r.>    uiii  be  UIM  provoked  to  enmity   ir 

I!.-.!   u|-.  i.   to  |,:i>  irfea  oo  that  element  of 

inflation       It    N    an    much    t««    tin-     fa  f    tin-    «••• 

boklent  tl>  (Imn  In  rate*  and  ilu»  flat  «i  ni»itall«a- 

-Imll   be    ;  !.    UN    It  -tu-    put.  !><• 

rnllroad  capital  Hlinll  «-:irn  a  fair  return  oo  actual  and  un 

inMntiil     Inveatniont      Kallroad     rereooea    cannot     attain     th.-ir 

!««t    aod    uMNit    atable   dlnienalona    when    dwarfed    aod    dl- 

tbeae  aboaea  :  nor  can  toe  wide  locreaae  of  tranafiorta- 

t  ion    fa.  -i  ut  i,  -^   needed  by  growing  commerce  be  aecured.   ooleaa 

it   on  I   ao   adequate  and 

retmonably   •anur.i|    n-turn.     l.iv  ^--uted 

In   ti  >ceable  n*X"inti..ti   t<>  ni.iititain  justice  aod  booeaty 

for  aod  agaltiHt   all  .  IM  •.-.••.  all  alike,  and 

ratabllMlM-  !<>r   the  widest  and  moat  permaoeot 

oatlonal  praaperlty.M 

Railroad  Securities  Commission.  —  Congress  did  not  see 

tit  to  .,,l..|.t  thi.s  |...li.-y.  tuit  instead  authorized  the  appoint 
a  special  rnmmission  to  investigate  the  subject. 
Tin-  r.-poit  ..f  this  (-niniiiisBion  declares  that  for  tin-  pres- 
riit  it  \\milil  In-  iinprai-tirjililf  t<>  plan-  the  issuance  of  se- 
niritirs  uiiil.-r  :>-<leral  control,  sin*-'-  r;iilr..;t<l  «M.rpi»ratinns 
are  aln-aily  sjilij.-rt  •  :.>rity  in  this  particular, 

an«l    additional    national    n'strirtinn    would   only    tend    t«> 

It  recommends  the  adoption  of 

.rent   provisions    for   thoroughgoing   pnl>licity    as  the 

most  means  of  control  whi.-h  the  national  govern- 

1    has  at   its   inni:  i       Hut    it    points  out. 

also,  that  additional  legislation  will  be  needed  in  th<-  fntun- 

rom  tin-  rnnditions  resulting  from  tin- 

dual  system  of  control  of  railroads  by  state  and  national 

governments,  and  from   th.  th<    laws  of 

MKnox.  "The  iv..pl,-.  tin*  H«ilron<U.  and  the  National  Author 
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the  dirtVivnt  states.  It  recommends,  therefore,  thai  the 
.should  iiiiiii.Mlia1.-ly  attempt  to  harm.ui/c  existing 
re.|iiirements  and  that  for  the  future  congress  should  care- 
fully consider  the  preparation  of  a  permissive  national  in- 
corporation act  in  order  that  the  proper  regulation  of  the 
issuance  of  railroad  securities  may  be  ultimately  estab- 
lished. 

/•'M//  I'uhlicity  Recommnn!nl.—  \x  a  means  of  insu 
full  pnhlieity.  the  e<>m mission  recommends  that  railroads 
should  he  required  hy  statute  to  furnish  the  interstate? 
eommerce  commission  with  a  detailed  statement  of  s.-euri- 
.vliirh  th.  \  issue,  the  amount  of  the  proceeds  and  the 
purpHsr  fi.r  which  they  are  to  be  used,  with  a  subsequent 
accounting  for  such  proceeds  in  such  manner  that  the  di- 
rectors may  be  held  responsible  for  their  proper  use.  It 
also  n  rnmm.  nd.s  that  the  interstate  commerce  com  mi 
be  endowed  with  ample  inquisitorial  powers  to  enable  it  to 
verify  these  statements,  and  with  authority  and  means  for 
the  determination  of  the  physical  valuation  of  railroads  as 
one  element  in  ase.-i-taininjr  fair  value,  whenever  the  com- 
mission shall  consider  it  advisable  to  do  so.  Here  is  a 
plan  whieh  is  neither  radical  nor  unduly  conservative,  but 
definite  as  far  as  the  complexity  of  the  situation  allows 
and  capable  of  practical  application  without  injury  to  the 
public,  the  railroads,  or  investors  in  railroad  securities. 
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10  no  far  at  there  may  be  aald  to  be  a  literature  of  railroad 

flnaiK  •  to  be  found  largely  beyond  tbe  range  of  specific 

„•-  in  nlli.il  fields  of  Inquiry  and  In  documentary 

subject  baa  been  treated  In  monograph*  or  apedal 

IMS*   dealt  i«rate  operaUona   and   Investments; 

railroad  «•  and  regulation;  financial  and  In- 

diMrial    history;   :nni   in   discussions  bearing  upon  queatlona  of 
publl  i.  ami  jn.ll.  Ui|  decision.    Source  material 

and  iin-  , -11. i!  •  Utw  value  may  be  found  In 

a  great  number  and  variety  of  place*     In  consequence,  any  hihli- 
ograi>!  ng  completeness,   it  .piiati-.n   were  not 

adinlttiilly    ltii|MM*lhlr.    \\mild   be  ao  umvlrldly    as   to  he  of    little 
practical   vai 

t'ufrajthiral  AM*. — Tliere  to  a  dearth  of  hihiioi:niphl<iil  ma- 

>    t!>.-   -  are   aeveral   catalogue*  and 

llata  which  aenre  aa  uaeful  gulden.    Of  theae  the  most  compre- 

••  is  tdr  c-atalogur  i..|.kins  railway  library  of  Stan- 

••  catalogue*  of  the  library   of 

the  A  TV  <>f  rivil  Knglneera,  and  *>r  th.-  iihrary  of 

Itallroad  Bnui.li  Voting  M.-I.^  Christian  Aaaoda- 

..a.lH  In  th-ir  inn. nt   and  the  Public- 

ami  on   th.       Valuation   and   Capitalization  of   Itallroadtf."     Since 
Ita  fir  ,ir  EUritbohmci-*™  haa  contalnetl  1. 1 

monthly  llata  of  n.  .ka  and  articles,  and  beginning  with 

the   second    volume    (1888)    the    Itulh-ti,  International 

tiy  Congreaa  haa  contained  a   monthly   bibliography,   com- 
from    |HTl.Hllrals    and    announcements    of    puhlUhers    In 
all  countries.    The  Economic  Bulletin,  established  In   1008.  waa 
hook    reviews   and   currvnt    lists   of    publications. 
M    It  was   n,..rpil   in  tin*  Amrrlran  Rco*omt<  Be- 

irinnlng  also  In       •  -•»,.»/  ../   /  /.'rofiom 

similar  lists  of   nivnt    puhll* -atlmm   until    I'.Hl    when   th- 
waa   taken   over   by    r  <;raj>Ajr   .,/    Modal   Science, 
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in   its   seventh    volume.      Of  special    lists.    I'.owker   and    !].•'<   "Read 

il      and      l'..!itir:i|      Science*1      and 

ermtOTB     of     American     lli-!..i-v"     contain     titles     mi 
railroad     tinai  :  1.;i.]i..-r:i|.liy     of     the     H.-ilt  iin<>n>     and 

Ohio."    the    ..nly    |iiililii  ation    of    its    kind,    is    many    years    out    of 
Hartman's    "I'm'  I  laiidhuch    fiber    die    Anla-c    \on 

'.ahum"  MV'.Ti  OOntalQI  a  chapter  on  contemporary  rail- 
rond  literature,  with  references  to  Mn-IMi  and  Aiiii-rii-Mii  works. 
Most  ii)(Mioi:r:t|.|i-  on  sul.jrrts  in  couioinir  history  nnd  i-orjio ra- 
tion liniiiK-r.  pro8(MitcHl  for  tl»€  doctorate  in  Aiii«-rir;in  \ini\crsiii.-s, 
•  •ontMin  DON  or  less  olal.orai.'  lists  of  sourco  material,  and  an 
im-ivasini:  number  of  Bin-li  ;  In.ir  prcp.-insl  upon  rail- 

Cliaptrr  hildioirrapliirs  ;ir.-  irivrn  in  lladl.-y's 
"|{ailro:id  Ti-MnsportMtioM."  Mi-Vi-y's  "Kailroad  Tninsport.-ilioii." 
.Johixon  and  Ilurl.n.-r's  "Ilailroad  TraMir  and  Kat.-s."  ;ind  .lolm- 
son'8  "Anirrican  K:iil\v:«y  Tran^portat ion"  :  and  a  hiMio-i-apliical 
note  In  Daggi>tfs  "Kailroad  K.M.rir.ini/ation"  jrivrs  sonic  of  the 
most  important  references  in  the  general  field,  parti,  nlarly  rail 
r..ad  liNtorics. 

••dical  literature  is  readily  available  through  IndeXflfc 
Poole's  'Index  to  Periodical  Literature."  \\itli  its  yearly  sup 
plcinent—  the  Annual  Lil.rary  Index — covers  the  -eneral  field 
from  1802  to  r.Hl.  The  Reader* t  (liiiilr  to  /'<  rimli, ->il  I. Hi  ni 
1ur<\  he-un  in  1SIM5,  is  issued  monthly,  with  an  annual  cumula- 
tion. Faxon's  -.Ma-a/inr  Snl.ject-Inde\"  i<  an  annual  volume, 
first  issued  in  l!x»7.  which  covers  periodicals  not  listed  in  I'oole 
or  in  the  Header's  (Juide.  It  is  a  cumulation  of  the  quarterly 
li-ts  which  appear  in  the  /tilth-tin  of  Hihl'nn.inijthy.  Jones'  "In- 
dex to  Lc-al  Periodieal  Litei'ature"  is  complete  to  iv.i'.i.  In 
1908  the  "Index  to  Le^al  Periodicals"  l.e^an  as  a  ciuarterly  pub- 
lication In  connection  with  the  Lair  Lihmrji  Journal.  There  is  a 
cumulative  volume  at  the  end  of  each  year.  For  several  feftn, 
al-o.  the  (;/->  in  linn  has  <-ontained  select  li<i^  of  articles  in  the  law 
journals.  The  "linirineerinu'  Index"  appears  monthly  in  the  , 

inc.      Annual    volumes  have  been  published  coverin- 
the  period   since  1884. 

/'•  rioilirtilx.-    The    files    of    railroad    journals    and    of   periodicals 

•  I    to    finaiK-ial    and    investment    news    are    rich    in    materials 

upon   every    variety    of   subje,  t    coiicernin;:    railroads,    but    there    is 

•"or   eritie:il    handling'.      '///•      imffHC9H    Hnilrninl   Joiinnil   was 

established    at    the   b.-L'iniiinu'   of   the    railroad    era.    and    continued 

without     essential     change     until     issi;.      Its    early     voluines     \\cie 
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devot-  i  wot  km  of  railroads  and  other  Internal  im- 
provement- •*  UIMMI  duauring  mod 
maaajgfaa! 

From  the  flk*                         .    I-TI.-I  -M  a  «ur 

*ly   large  mass  •  ••  utorjr. 

'uum  be  given  to  th>,  \luffasine.  ea- 

ii  gave  iiiiu-li  »|>ace  to  rnllnmd  news  and 

l    \\uii   i:  1880,  was  the 

representative  nmgaiine  of  the  cotiuiM-n  lui   ntxl    in.iu^triai   in 

tereati  of  the  South,   and   It*  flit**  contain   much   railroad   ma* 

tie  aecood  railroad  Journal  eNtnl>IUIi<-«l   In   thlx  country 

waa  the  Kailtray  1  >  In  IHt'.i  ami  <^ntloaed 

!|>wardM  of  twenty  jeara.    While  .l«-\..i,,t  t<»  the  mechanical 

aide  of  the  aul».k«-t.  it  was  atoo  a  iiMHlluni  for  newa  and  general 

dUvoaalon.    Three   ln.|  :rnal«  were  foumli-*!    In   the  flf- 

•r,.il   and   flnnihlal   <\ (Mitten t 

r..r  the  Mlaaliwlpi.l  \.,il,->  ;  n,,-  /  I  and  Min- 

ing /;•  ic ay  World  of  tonlay; 

ail  Uazcttc.    The  ifw  began  PU 

tlon  In  is«;s.  ami  cotitln  -.  wlini  i  :inged 

Age  waa  eatuMM 

oiiuT   railroad   i  '•«  nave  been  started  at    varlou* 

times,  to  run  for  a  few  years  and  suspend.  Their  flies  are  rare, 
but  •  tlu-y  have  been  examin..!  th.-y  are  not  of  great 

value.     All   .'.nt  a  in   ^i-iirral   railroad  news  Items,  stattotlca,  and 

•*   and   general   dlacuaslon.    The 

Railroad  r  .  1008  absorbed  tl<  >i  Age,  and  changed 

Its  name  to  the  Kaihray  Age  V<  rm»d  primarily 

tig.  operation,  and  finance.     Of  financial  Journal*. 

muled    in    1865.    Is 

iat»l«>.     It   gives   moat   -  and   accurate   abstracts  of 

railroad  reporta,  together  with  •  -  rltlcal  discussion.     Its 

newa  section    Is   more  nearly    authoritative    than    that   of   any 
tion,  and  Its  system  of  imlrxtng  makes  that  newa 
canny  available.     I'l-.-m  Its  files  an  outline  history  of  almost  any 
American  railroad  ••*  reports  of  reorganlsa- 

tiinniltttvH  are  the  fullest  and  most  accessible.     In  Its  rail- 
way and  issued  qu  re  given 
i  statistics  of  recent  date.    Beginning  In  1010.  It  baa 

hly  railway  cnrulngM  Hupplctuent.     #ra<f«frcrf'«  contains  ed- 
itorial couitueut,  dlgctttM  of  railroad  reporta,  and  such  newa  as  ap- 
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peals  to  investors.  Tin-  U'»///  M/v//  ,ln\trnnl  is  not  only  :i  financial 
newspaper;  it  i-  :i  medium  of  editorial  <-\ pn--si. m  \\hichis\\idely 
quoted,  hecan-,  -Hi  authoritathe  ami  independent.  Rail 

road    mailer-  :i-i\e|y     treated.      Three     foreign    journals 

•••    niiK-h    spaie   t<>    American    railroads.      In   llermany    tli< 

Hi--   t  whose  editor,  in    \«\\  d<-r  I 

has  an   Intimate    knowledge  of  American    railroad-.     In    F.mrlami 
:ni(l    tin-    stntixt    exert     ^n-.-il     intluiMHT    over    lli»- 
-)i  lioliln-s  of  Ainrriran  r:iilro:ul  securities. 

•"//•>.     Tlii-n-    is    M    sinirh-    liook    which    :iMi-in|tls    lo    . 
the    gcncrnl    history    of    i-;iili-..;i(ls    in    the    I'nitcd    St:iti-s.      Kiim 
\\;ilfs  ••I»«-vi-Io|.iiMMit  <»f  Tninsportatioii  Sy<lrin<"   is.   then-Ion-,   in 
(lisj.eiis.-il.lc.  Imt    its   n-efnlness    is   iinpain-il   by    its   lack   of  specific 
references  to  sources  and   by   numerous   errors,    particularly    in 
its    Statistical    data.      Abont     half    of    Adams'    "Railroad-.  :    Their 
Origin  and  I'rohlen.  (yT6C  to  di-cn^sion  of  the  liistorical 

aspects  of  railroads  in  England  and  America.  Sterne's  article 
Upon  the  "History  and  Political  i;<onomy  of  Kailroads."  in  La- 
lor's  CyclojiM -di:i.  is  a  tliorouirli  piece  of  work.  Kennedy's  series 
upon  the  "American  Kailroad."  in  the  Mn<i<r.in<  ,,f  \\ 
History,  contains  detaile<l  liistorical  material  upon  the  period 
prior  to  1850.  It  is  based  upon  a  wide  ram,'*-  <  M,  but 

lacks  specific  citations.  Short  outline  sketches  of  the  develop- 
ment of  American  railroads  abound  in  the  shape  of  maga/ine 
articles,  pamphlets,  and  chapters  in  books. 

There  are  itfany  collective  histories  which  deal  with  the  rail- 
roads of  the  country  at  large  or  of  those  of  a  single  section. 
Among  regional  histories  is  Warman's  popular  "Story  of  the 
Kailroad,"  Poe's  "History  and  Construction  of  Transcontinental 
Railways,"  and  Adams*  "Canal  and  Railroad  Knterprise  of  Bos- 
ton" In  Winsor's  "Memorial  History  of  Boston.'  A«kerman'H 
"K.irly  Illinois  Railroads"  is  mainly  an  account  of  the  rise  of 
•  •ntral.  More  comprehensive  in  scope  an-  Hint's 
"Railroads  of  the  United  States,"  Poor's  "History  of  the 
roads  and  Canals  of  the  United  States,"  and  Stow's  "Capitalist's 
Cnide  and  Railway  Annual,"  which  contain  summary  histories 
of  all  important  railroads.  Van  Oss's  "American  Railroads  as 
Investments"  gives  outline  histories  of  all  principal  systems,  as 
do  Snyder's  "American  Railways  as  Investments"  and  Meade's 
series  of  articles  in  the  Railway  World  on  the  "Great  American 
Railway  Systems."  Vernon's  "American  Railroad  .Manual"  is 
made  up  largely  of  historical  and  statistical  accounts  of  rall- 
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roads.    The  filea  of  Poor's  -Man  !.  raloable  his- 

•he  early  |*»rlod,  Tanner*  "Is-*,  rlption  of 

>  and  Ina  a*  sre  all 

the  Tanner  hooka,  yet  there  la  no  other  contemporary  American 
work  of  similar  sort     i  ly,   Poossltra  -Chemlns  de  Fer 

et   Desc-rlptlon  dea   Voles  de 
aux    £tats-l7nls,"   and   <*•  <*onv 

uen  der  \  u  Htsaten"  admirably  supply  the  de- 

ficiency.   These  are  the  report*  of  experts,  made  after  careful 
and  extended  exan.  *r  the  purpoae  of  obtaining  Inrorma- 

•he  benefit  of  Buropean  railroad  men.    They  are  filled 
with  valuable  detail  whkh  wan  overlooked  by  American  w: 

:e  a   nuiuher  of   individual    railroad   '  hut   they 

are  of  widely  varying  value     The  I  older 

systems  have  been  thought  worth  n-.-i.niii.-.  and  the  records  of 
some  relatively   unln.|M. riant    r.  also  been  wr 

•«  -Between  the  Ocean  and  the  Lakes"  Is  a  full  and  act  unit. 
history  of  holds  first  rank  among  works  of  Its 

:evlew  of  the  Brie  Ralln.ad     IH  the 

of  a   former  president    The  early  years  of  itnore 

and  Ohio  are  treated  In  Bowen's  -Rambles  In  th.    l'..i!.   of  the 

Steam  Horse."  and  In  two  books  by  W.  F.  Smith  -"History  and 

Deacrlpti,.,,  ,,:  &  o.  Railroad."  and  -The  Itook  of  the 

Oreat   Railway   Celebrations  of  uomlc 

ry   of   the   Baltimore   and   Ohio   Railroad"   also   has   to  do 

with  .1    of  »>ej:lunin*T<      WIlmui'M    "Hlntory   of   ' 

sylvm  oad"  Is  confined  to   the  lines  east  of  Pittsburgh. 

It     I*    ha^il    partly    ii|».ii    d.N-iniiiMsis    funiMi.il    hy    tin-    ioiiipany. 

I.MI   litti-  al   matters  other  than 

blogr:.  ruad" 

Is  not  a  book  of   n-inmK,  .  n«  .-s.   hut    a   fill' 
\\lii.  !i    rat  ;ig  books  of   its   kind      A  kennan'H 

..f   tli.-    i  is  a   ratnhllng 

biographical  r«M.>r«l.  with  far  less  material  \\\»>\\  the  Illinois  Ceo- 

:..und   h>  ly   Illinois  Railroads.-    The 

pamphlet  Is  rare,  but  of  little  value.    Cary'a  -Lake  Shore  and 

Mlehliran    South. -in    Hallway"    Is    largely    devote<l    to  biographical 

!>es,  aa  Is  : -ailing  i:.  ry  of  a  <ireat 

Trim-  Two  of  tin-  "granger**  roads  have  i  ttk-lal 

histories.    The  files  of  the  reports   of   the  Chicago  and    N 

Western    have   been   condensed    Into    st. •:,,,. -u  .    "Yesterday   and 

To-day."    It  la  a  bare  outline  record,  hut   it  has  the  advantage 
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Of  bolnp   authoritative.     Tli>       0  DO    :md    History    of    tJio 

Chicago,    Milw  :id     St.     Paul     Kailway"     was     written    by 

.John  Watson  Gary.  Uie  lost  survivor  of  tin-  irroup  of  men  who 
built  up  that  system.  The  book  is  n  le-al  chronicle  rather  th.-in 
but  it  iontains  information  wb'n-li  makes  it  of  great 
value.  It  NVMS  written  for  the  guidance  of  ofliciaN  nf  tin-  mud. 
:ind  i.  Mied.  One  Of  the  best  railroad  histories 

IB  Smalley's  "HiMory  of  the  Northern  Pacific."  It  is  nioiv  than 
M  railro.-id  hNtory  ;  it  is  a  history  of  the  upbuilding  of  the 
whole  Northwest.  Wheeler's  "Story  of  a  Hallway"  is  a  mere 
sketch  of  the  history  of  the  same  railroad,  but  it  is  well  written 
and  otlicial.  The  affnlrs  of  the  Union  I'a< -Hie  have  re< 'rived  at- 
tention in  two  scholarly  monographs— l>:i  vis'  "t'nion  1' 
Hallway."  and  Whites  "History  of  the  Union  Pacific  Hallway." 
Though  dealim:  with  a  sin-le  phase  of  the  suhjed.  Crawford's 
"Credit  Mol.ilier  of  Ameri.-.-."  contains  collateral  historical  ma- 
terial upon  this  road.  No  single  account  has  hecn  written  of 
the  history  of  the  Central  Pacific,  but  in  the  P.an.-roft  "II 
Of  California."  VII.  and  "Chronicles  of  the  P.nilders."  V  and 
VI.  i  hen-  is  much  material,  presented  in  a  spirit  favorable  to 
the  company.  The  other  side  is  tziven  in  Kohiusoifs  "Octopus." 
which  is  a  violently  denunciatory  re<-or  1  with  details  impossible 
either  to  accept  or  to  disprove.  Of  like  order,  but  probably 
more  trustworthy  Is  Graham's  "Central  Pacific  Kailn.ad."  which 
presents  detailed  copies  from  official  records  to  supi>ort  charges 
against  the  company.  A  documentary  uource  of  value  is  the 
Report  of  the  Pacific  Railway  Commission  of  18S7  The  -His- 
tory of  the  Old  Colony  Railroad"  is  a  (ompilation  of  material 
from  the  annual  reports  of  the  company.  A  railroad  history 
which  deals  more  particularly  with  matter:;  of  municipal  iir 
is  Hollander's  "Cincinnati  Southern  Hailw.iv."  Hinsdale's  "His- 
tory of  the  Long  Island  Hailroail"  is  a  mere  outline  sketch. 
Individual  railroad  history  is  also  the  subject  of  many  articles 
In  niajra/inrs  and  papers  in  the  transactions  of  engineering  and 
historical  Many  studies  have  been  made  of  a  single 

period  in  the  history  of  a  railroad.  Such  are  Adams*  "Chapter 
of  Krie."  Hill's  "P.e^innintrs  of  the  p,os|«m  and  Worcester  Hail- 
road,"  I.atrobe's  "Baltimore  and  Ohio  Railroad."  and  Munsell's 
"Origin,  Progress,  and  Vicissitudes  of  the  Mohawk  and  Hudson 
Hailroad." 

!;<],< ,< 7v  <>l  r»r<ifjn  Observers. — The  observations  of  travelers, 
and   reports  of  examinations  of  American   railroads  by   foreign 
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t*  are  of  decided  mine,  historically  and  otherwise  The 
works  of  Pousslu.  Chevalier,  and  Oeratner.  alreadj  neo- 
tloned.  belong  i..  thi*  ,  la**  «..  miner  waa  a  Belgian  who  ranked 
among  the  leading  European  eoglneera  of  bis  time,  and  ttto  re- 

<>ue  are  of  greateat   value. 

Chevalier's  t-  Muerlca  was  made  for  tbe  French 

ment  aa  was  that  .-r  Lavolnne  aud  Pontsen,  whose 
de  Fer  en  Am.  ri.jue"  to  a  remarkably  accurate  and  comprehen- 
sive report  Duboto*  "Cbemlna  de  Fer  aux  fcats-Uuls"  to  a  good 
general  st-  nore  recent  date,  tialton'a  "Hallways  of  th. 

tt>,  organtoatton  and  Work- 
ing of  Ball  ways  In  Am.  rl.u."  aud  Colllefa  "Iteport  on  United 
Ktates  Hallways"— all  British  govern m.-ni  puhlk-atlona—  have  de- 
cided value  i  lam  oth.r  general  studlea  by 

yen's  *4Nordamerlkanlscbe  Etoen- 

babuen.**     KupkaV  kauiache     Etoenhabnen,"     1I..(T     and 

Schwabach'a  MNfordamerlkantocbe  Etoenhabnen,**  LustlTa  MNord- 
aiuerlkantoche  Btoenbabnwcrte."  Santllliano'a  MAmerlkaanacbc 
/'  and  Bwann's  "Investor's  Notea  on  American  Ball- 


II 

A   full  lul.lio^rapliy  of  railroad 
-wlaud  aud  row.  mot  ion  and  Capitalfata- 

Stutt-H,"  wblcb  b  a  r..r.-nn»iMT  ..i   th.-  preaent 
work.     Its  ta    int-«l    not  be   reproduced   bere;  but   to  tbe 

-  iicea  tbere  given  anould  be  added  ifacnen'a  "Treat toe  on 
the  Modern  Law  of  Corpora tlona,"  wblcb  contain*  a  chapter  ui>on 
promotion  and  also  a  dlacuaakm  nig  avndlcatee  that 

to  a  moat  hnportai.  BttM  (•>  tbe  meager  lit  :  the 

subject    Lougb'a  "CoriH.: ..;;,.:,    Finance"  and  Meade's  -Corpora- 
tion Finance**  also  contain  chapter*  on  these  subjects, 

-Much  of  what  baa  been  written  upon  railroad 
construction  belongs  to  tli<>  lit.-r.itur.'  of  exposure,  and  not  a  little 
of  It  uYul*  with  the  c:  Haaaler's  -Ballroad  Kings 

road  Question**  to  a  general  ar- 
raignment   of   construction   com|ianj    metbods.     Iladlej's    "Hail 
road  In  Its  Business  Belationa,**  and  Davis*  "Union  Pacific  Hall 
way**  also  contain  discussions  of  tbe  general  pbast*  of  tbe  sub- 
Tbe  main  facts  concerning  tbe  Credit  Moblller  are  to  be 
:  In  tin-  reports  of  tbe  Wilson  and  Poland  committee*,  and 
•he  (Toagrgirional  Record.    Senator  Hoar,  wbo  was  a 
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of   the   Wilson  committee.    -:i\r    his   final   judgment    in    Ins   "Anio 

ph\    .-I    Scanty    Years."     The    subject    is  also   ably    treated 

iD  Davis'  'Tnion  I'M,  -iii,-  Railway,*1   Whit**!  "lli>n.r\   Of  the  ruimi 

.:i.d   RbodM1  "Hi-iory  of  UK.  run, ..i  si. 

VII       «   i  iwford'8  "Credit    Mobilicr'   i>   :in   extended    review   of  the 
..l!i<-i;il   reports.   \\iili  con, -Minion*   la\ora!»le   t<>  (>;ik.  Ro\\ 

land   Ha/.ard.  :i   member  of  tin-  e.\c,  uii\e  commits f  the  seven 

triMees.  presented  in   his  |';mi|>hlet   on  "The  Credit    MM 

hiiier  of  America."    Several  books  have  been  prepared  t«>  \indi 
thos«-   uh..    were   put    in    had    li^'ht    hy    lh.  <ii.ii:il    in 

Thr   most    noteworthy    of   these   is  "Oakes    Am- 
Meni«»ir."    w  hi.  h    was    pnldished    hy    the   Ames    family.      Hull: 
"Lile  of  Srhnyler  Colfax"  contains  a    review  of  the  evidence,  and 
drawn   up  after  the  manner  of  the  jury   lawyer.     (Jar 
"Keview  of  the  Transactions  of  the   credit    Mohilier    is 
a   political    tra«t      The   history   of  the   building  of  the  Central 
Pacific  is  given  in  the  Report  of  the  Pacific  Kailway  Commission 
o!     lxs7.    with    the    acx-ompanyiiig    testimony,    and    also    in    thr 
voluminous   Report    made  in   1897  by   the   Senate  Committee  on 
Pacific  Railroads  upon  the  question  of  refunding  the  government 
loan.     Additional    material    is   to  be  found    in   (Jralmm's  "Central 
Pacific    Railroad    Company."     The    defense    of    the    company    ap- 
pears in  Lansing's  "Relations   I  Jet  ween  the  Central   Pacific 
n.ad  Company   and   the  United  States,"   and   in    Haymond's  "Cen- 
tral Pacific  Railroad  Company;  its  Relations  to  the  Government.' 

l''iuiinnrnt. — The  financing  of  railroad  equipment  is  a  subject 
which  financial  writers  have  left  in  comparative  neglect.  A 
series  of  four  editorial  articles  on  "Car  Trusts."  in  the  Commercial 
and  l-innitfinl  Climiiirh  ,  LXXXI.  and  I. XXX  II,  traces  UP-  u-rowth 
of  the  practice  of  procuring  equipment  through  contracts  of  con- 
ditional sale,  defines  the  methods  employed,  and  considers  those 
provisions  of  car  trust  agreements  which  affect  the  security  of 
the  certificates.  The  legal  phases  of  the  subject  are  treated  in 
Rawle's  "Car  Trust  Securities,"  Davis  and  Browne's  "Car  Trusts 
in  the  United  States."  Heinsheimer's  "Species  of  Contract  Known 
as  Car  Trust,"  and  also  in  chapters  in  Baldwin's  "American 
Railroad  Law"  and  Short's  "Law  of  Railway  Bonds  and  Mort- 
gages." 

Additions  and  Betterments. — The  physical  condition  of  rail- 
road property  Is  a  matter  of  first  importance  to  the  holder  of 
s<  <  urities,  and  maintenance  and  betterments  therefore  receive 
much  attention  from  writers  upon  investments.  Discussions 
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from   tbls   vlew|M»int   appear  In   Moody**  "Analy*!*  of   Railroad 

Mundy's  "Kar  .Us."   Woodlork'a  -Anatomy 

of  a  Railroad  Report,"  and  "Tbe  Physical  Aapert  In  lUllroad 
Accounting."  and  in  Eaton'*  "Railroad  Operations."  llanlt's  ar 
tfcle  on  -Railway  Maintenance  of  Way"  baa  to  do  chiefly  wltb 
physical  .'  low'*  article  on  "Maintenance  of  Way  and 

v  ctupbaaliea  tbe  dlatlnction  betwwi  w\  main- 

tenance accounts  and  surplus.  Connlnffbani'a  "Boooomlca  of 
Railroad  Mali  a  abort  article,  la  a  plea  for 

more  generous  expenditure*  for  betterments  Tbe  tecbnlcai  aide 
of  tbe  subject  ia  briefly  treated  In  Myers*  -aVonomlca  of  Railway 
Oper:  iu»rg*a  paper  on  "Tbe  DlHtlnctlon  Between  Repalra 

.1:1.1    improvement*  -   a   proposed  classification  of  main- 

tenance  of  way  expenses  whl«  h  IH  Intended  to  facilitate  tbe 
eeparation  of  maintenance  and  bettermenta  In  railroad  acitmnta. 

Uanaffcmcnt.—A\mo*t  any   topi,    in   railroad  finance  mljcbt  be 
properly  considered  under  tbe  bead  of  admlniatration  or  man- 
agement A  in  be  restricted  to  include  financial  organiza- 
tion and   ilnaiK  ial   mecbanlsm.     Byera*  "ESconomlca  of  Railway 
Operation"  U  an  authority  upon  railroad  organisation.    A  more 
recent  book  ia  Morris*  "Railroad  Administration."    An  excellent 
work,  by  a  Hrlilsh  expert.  Is  Priestley'*  "Report  on  the  Organlxa- 
tlon   and    Working  of    Hallways    In    America."     Tbe  legal 
books  are  tbe  best  references  for  particulars  as  to  the  nature 
of  securities  and  tbe  manner  of  their   Issue.    Such   are   IIHIl 
-  on   Stock   and   Stockholders.-  Cook's   "Treatise 
on  t  tie  Law  of  Corporations."  Macben'a  "Treatise  on  tbe  Modern 
Law  of  Corporatlona,"  Reid's  "Treatise  on  tbe  Law  Pertaining 
to  Corporate   1  "Commentaries  on  tbe  Law  of 
Private  Corporations,**    I                Treatise  on  tbe  Law  of  Rail- 
roads,**  Jones'  "Treatise  on  tbe   Law  of  Corporate  Bonds  and 
Mortgages."  and  Short's  "Law  of  Railway  Bonds  and  Mortgage*.** 
Two  recent  works  are  Lough's  "Corporation  Finance**  and  Meade's 
Other  references  worthy  of  mention  are 
v  "Money  and   Investments.**  Smith's   "i  1    Dlctlon- 
nd    Buyer's    Dictionary."    and   Chamberlain's 
I  of  Bond  Inventn. 

Aooomtt.— Several    railroad    auditors    have    prepared    abort 

papers  upon  tbe  subject  of  accounting.    Of  these  tbe  moat  helpful 

On  tbe  Question  of  Bookkeeping."  submitted 

to  tbe  International  Railway  Congress  In  1900.    It  ia  a  syllabna 
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sett  in::    forth    t!n«    or-ani/at  ion    .'111(1    methods    of    the 
department  of  a   representative  American   r;iilro:i<l.      A   later  paper 
by    the   same   writer   is   "Kail  untinu'  and   tin*   Preparation 

lilting  Profusion.*1     Tin-  requirements 

of   Hi.-   Iir  ommerce  Commission    under  the   Hepburn   net 

are  set   forth    in  County's  paper.   "On    tin-  Muex|j,,n  ,,f  Stali^ 
\\hidi   was  submitted    to    the    Intrrn:it  ioti:i1    Railway    <  • 
r.i]<>.      Another   Lreneral    paper   is    Burgess'   "I'liderh  "ing   Principles 
ami     General     Practices    Of     Railway     Accounting     I'epartiiM 
\Vliil«  llailuay    Auditor"    is    an    elahomte    syllalms    of    a 

course    of    lectures.      Byere'    •4Ekton«>mi«-s    of    Railway    ( M"Tation" 
contains  a   <-!iapter  on  accounts,   as  do    Mcpherson's   "\N'orkinur  of 
and    McVey's    "Kailn.ad    Trsiiisportnlion."       1  >ew 
snup's  compilMtion  on  "Hallway  Organization   and   WorUinu'"   eon- 
tains  tlinv  addresses  uiwn  special  brandic-s  of  railroad   account 
ing:    Nay's  "Duties  of  a   Comptroller  or  Chief   AccountinK   Of- 
ti.  er."   Dudley's  "Work  of  a  Freight  Auditor."   and   Sloan's  "Audi- 
tor   of     Kxpenditures."     In    Johnson     and     Huebner's    "Kailroad 
Trallie    and    Kates."    there    are    chapters    Upon    the    accounting'    of 
freight    and   of  passenger  revenue.     In   Eaton's  "Railroad    opera 
tions"  there  is  much  detailed  but  fragmentary  discussion  of  the 
principles   of    railroad    accounting.     Two    re. -ent    works    upon    the 
p-neral   subject  of  accounting  are  concerned    with    railroad    a. 
counts.     Hat  field's  "Modern  Accounting"  ranks  as  the  best  Amer 
lean  book  in  its  field.    Cole's  "Accounts,"  also  a  valuable  work. 
bases   much   of   its   discussion   upon    illustrations    from    railroad 
practice.    Under  the  authority  of  the  Hepburn  act  the  int. 
Commerce  Commission  has  promulgated  six  classifications  <>i   ..p 
crating  accounts,  an  income  account,  and  a  balance  sheet    These 
classifications  are:  "Operating  Expenses;"  "Operating  Revenues;" 
"Expenditures    for    Road    and    Equipment;"    "Locomotive-miles. 
Car-miles,    ami    Train-miles;"   "Additions   and    P,etterni<-nts ;"   and 
"Outside    Operations."     All    are   issued    in    pamphlet    form    from 
the  office  of  the  commission.     Before   putting   these   orders    into 
effect  the  commission  issued  at  intervals,  beginning  in  Septem- 
ber, 1906,  a  series  of  circular  letters  containing  tentative  plans. 
with  explanatory  notes  setting  forth  the  principles  embodied    in 

j.-neral   scheme.      There   are   upwards  of   thirty   of    the 
counting   Series  Circulars,   and   they  are   helpful  as  aids  to  an 
understanding   of   the   puriK>ses   of   the    commission.     On    i 
occasions  Doctor  Henry  C.   Adams,   until   recently   fn   char 
the  division  of  statistics  and  accounts,  has  contributed  to  the 
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dJacoasJoo  of  this  aiibjert     In  the  minimi  report*  on  the  Htatlstka 
of  Railways  »  il«bed  addroi*  UI-.M     SujH-rrbOoo  of  lull 

way  .\  an  official  letter  -On  Ilallroad  Booda  aa 

s«-,  uMti. •>  toon  NatfaMU  H.IM.-  • 

-      Ml    wrltrm   upon   railroad  statiatks  «o  bad 
flrat    prli.  Vs    "n,v  I  road    Transportation." 

Wood:  tl.iiH    ind.-hf.il   to   Kink,   but   It* 

treatment  of  the   -  iidppendent    linn.     Tnl 

Transport  r    IK  a    railroad  man's  book,  which  at- 

•I  cost  of  railroad  service.    The 

decUion  of  tlie  1C  ommuwlon  of  Wlaconaln  In  the  eaae 

of  HtHll  ii    (1907)  contaltui 

•rioa  <>r  tt>.   prliM-lpln  of  allocation  of  trana- 

portadoo  covtx  -gal.  Economic  and 

iti'lplm    Inrolvcd    In    the   Judicial    Ifc-ti-nnlnatlon 

Itatea."  ami    "Kalhvay    I'n-i^l.t    Katifi  and 

•.  olvi-d   In  llM-lr 

i-niiigB  and  ezpenaea  aa  brcmjfbt 

out  iii  the  above  caae  ami  lu  similar  •  -ns4-s.  It  la  a  vn! 
.1. ninl. utl. m  t..  the  acanty  litcratun-  uf  tli<-  ^uliject.  Katon'a 
road  O|H«rntloiwtf  glvea  much  apace  to  the  dlaouaalon  of 
atatlKtlral  |.riii.-i|.i,M«  and  methoda,  but  It  la  without  aemblance 
of  arrangement,  and  Ita  pagea  are  crowded  with  unessential  de- 
tail, l !.-  sut.j.i-t  of  statlntlcB  la  also  consl.l-  -.-I  in  County'* 
IMiper  "On  the  Qneetion  of  statlHtlca."  to  which  reference  baa 
already  been  made,  and  In  chapters  in  rrUmtley's  "Report  on 
the  Organisation  and  Working  of  Hallways  In  America,**  and 
in  M<  iMuTaon's  "Working  of  the  Railroads."  Peabody'a  paper 

<>f  the  most  advanced 
methoda.  traffic  statistics. 

Kci>  -h    but    fi-\v   •  and   territorial   ro- 

qiilre   annual  :«»m    rallnuul  pnr|Nis«»   <*ither  of 

taxation  or  of  regulation  These  reports  are  published  aa  public 
documents,  an. I  th.-ir  value  neceaanrily  dt'iienda  upon  the  re- 
i|uitvnicntM  of  the  statutes  In  ea«  b  particular  caae.  The  fullest 
n-rurns  :,r-  n-.|uir.-.i  In  Connecticut.  Wisconsin.  Maaaachaaetta, 
Maryland.  New  York,  and  Vermont  The  returns  which  are 
made  to  the  Interstate  Commerce  Commission  are  published  In 
the  -Annual  Report  on  the  Statistics  of  Railways."  The  Inter 
inmlsslon  prepared  a  special  statistical  report 
00  -Railways  in  the  United  State*  In  1008"  aa  a  continuation  of 
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the  il:it:i    in   tin-  tenth  and   eleventh  census   reports.      All    railroads 

submit    annual    pamphlet     reports    to    their    shareholder-      TbOM 

are  collected  and   published   in   abridged    form    in    I1  mual 

4j*l     ••\!:inu:il     of     Railroad  OTpOTAtlOII 

'    nn.l     Hi.-    "Manual    of    Statistics."      Liber;,! 

of    railroad    re;  ;>ear    ;is    n     iv-ular    feature    of    the    Com- 

.'I    iiinl    li/niii.  ial    Oknmicfa,      The    revenue    aceountx    .if    tin1 

principal  -  .  li  year  :m<l  published  in  Mnn.ly's 

r   el'    Railroad*."      r,,pelaiid's    "(  iuin|i:ir:iti\«-    Aniily- 

8es  of   Hailron.l    Id'iM.ris."    is   pn-piin-il    in    un-at   <lrt;iil.    MIU!   pnh- 

:    Jii   n  cost  that  puts  it  beyond   tlir   n-a<-h  of  tin-  ordinary 

studt-nt  or   inv.-tMr. 

Msitions  of  Hie  inrthods  of  analy/ini:  r.-iilroad  n-ports  are 
f«-\v  I. ut  :i<l<M|ii,<itc.  Moody's  "Analysis  Of  Kailn.ad  Inx.'sinicnts." 
pulilislicd  :ininially  br:,'inninjr  in  11XK),  sets  forth  tin-  m.-lhods 
of  d.-i.-nninin-  llic  valui'  of  railroad  scciirit 'n-s.  ll  is  .•:i<ily  tln» 

lu-lpfiil  milih»  to  tlu-  inv.'slor  and  t.»  tin-  sindriit  of  railroad 
tin.Miirr.  \\"oodlock's  "Anatomy  of  a  Railroad  K.-|"»rf  i-  a  >tand 
ard  work  of  somi>\vli:it  limited  scope.  A  diaplcr  on  "i:\aniina- 
tion  of  Railway  Ui'|.orts"  in  CJ-.M-IM-'S  "( <oi-p<,rat  ion  I-'inancc*'  con- 
tains a  detailed  analysis  of  the  report  of  a  suppositions  railroad 
in  which  the  underlying  principles  are  clearly  hrou^ht  out.  A 
similar  chapter  is  te  be  found  in  l',\.  i  ••i:.-..nuiiiics  of  Railway 
np.-ration."  The  introduction  to  Snyder's  "Anieri<-an  Railways 
.MS  hi\.-vtninit-"  ...ntains  an  extended  discussion  of  the  ".Methods 

timatini:  Railway  Values."  Woodlock's  art.i<-le  on  "The 
I'liysi.al  AsiKH-t  in  Railroad  A«-<-ount lu.i;"  is  a  plea  for  more  ade- 
quate physical  data  in  annual  reports.  For  criti«-al  reviews  of 
the  reports  of  railroads,  the  Wall  Street  Journal  is  the  flrst 
authority,  and  this  applies  not  only  to  the  annual  reports  but 
also  to  t!  nents  submitted  throughout  the  year.  The 

Ituiiinil/   .\</r    Cnzrtte   also   pays    liberal    attention    to    <\\r}}    re 
views. 

/,'•  >  civership. — Railroad  receivership  is  a  subject  of  direct  finan- 
cial  interest,   but   one  which  has  been  treated   most    in    its  legal 

s.  y,-t  little  of  what  has  been  written  of  the  principles 
and  methods  of  receivership  is  too  technical  for  the  student 
of  finance.  The  nature  of  railroad  bonds  and  m.>!  If  con- 

I  in  Jones'  "Treatise  on  the  Law  of  Corporate  r.omls  and 

MortLra^es."    short's   "Law   of    Railway   Bends   and    Morttra^es." 

so  on   the    Law    Pertaining  to  Corporate    I-'inance," 

Cook's  "Treatise  on  the  Law  of  Corporations,"  and  Thompson's 

364 


HI 

-  >n>"ratlons."     Tin 

bookH  iip  iictfNttarlly  d«  ii  apace  aperinVally 

ilnmdit.    Of   tbeae    Ald«-n«  .-all**   01 

l*w  of  llMi'ltm"  and  llltfh'H  "Tri-utl*-  un  Ilie  I*w  of  Kerrtv 

m-   n..    nxMt  con.  'ui»  are  Beach's  Tom 

mentartai  on  tin*  l^iw  of  Itecdvers."  \\iii«h  was  tbt  fortruimtf 

UlMl 

llecflvers  of   Corpon.  iseful    nr 

im»  alM>  to  be  found   In   IH.UI   .xiitiom  ,,r  the  -Amerloio  and 

KiKllab   Bm7<                       i  iw       l»  toooks  on   railroad 

law   tuwe  an-                         -u    ti..-   -  Tin- 

Uallwaya.-  and  Wood'a 

tlieory  an  •  «•  of  rail- 

road recelv»-r-lii|.  have  IHVII  .lis.  UK.H,.,!  In  m  i«v:il  j»urnalii 

and  In  pi:  Kldreatet.    8t<>i  uimtial  addrew  before 

i 

p  as  an  Invasion  of  th.- 

ri«bta  of  eecti;  \ow  fa«hlonetl    Re- 

celrersblp"  alao  followa  this  Hue  of  argument,  though  with  leaa 
agffreaalrenem.  insphaurs  addrfss  on  the  "Rights  of  Material 
Men  and  i  1  roads  as  against  Mortgagees"  given 

.ilnrni  over  the  gmuth  of  tin-  |.r:i«-tice  of  allowing 
"hack  claims"  in  advance  of  tin-  licim  of  bondboldi  alfe'ii 

Mortgage  of  Debts  Contracted  by 

Uallroads  bef«>:  .-r>lilp"  In  a  much  more  satisfactory  ex- 

poslti  same  subject    Qcxlkh  i  way  Man- 

agers" defilorea  the  growth  of  railroad  n>.  <-i\<>rohlp  and  the  loss 
to  bondholder*  through  the  Issue  of  certificates.  Can's  mono- 
graph --ates"  Is  the  most  extensive  treatise 
upon  ill.  h  Is  also  considered  In  the  various  treatises 
on  receivership  and  railroad  law. 

The  best   general   treatment   of    railroad   receivership    i; 
financial   aspects   appears    In   Greene's   ''Commercial    Bask    r<>r 
Itallw  in  tin-  « ! 

UoorjtanluitlonM  an  <Tshlps**  In  his  MCorporatk>n  Fl- 

i:allr..a.U-   contains  an 

outline  dlscufutl<-!>  of   tin-  sut.j.i  t    in   th.-  . -hapt.-r  <>n   "Financial 

ation,"  as  does  StemeV  -orsjanuui- 

The  development   of  recelvendilp  .veil's 

iway   Receivership   In   the   United   States."    Swain's 
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"11     tin-    "F.conomi'  of     Rai!  -iNcrxllip"    coll 

tains    n    lii>I<Ti.  ;il    and    statistical    chapter   and    a    go.,d    dKcu^sion 
of    the    administrative    ac|j\itics    of  /ether    with    a 

critical  hildiograpliv       Tta  ifetJ  BirenblfM   for  the 

i    an-    not    a\ailalde    in    collected    form.      Probably    the    best 
lor  tliis   malt-rial    is  (In-  Cninnnrcinl  u/nl   l-'iminrhil  Cluon- 

•hoiiirh    s;iti-t;i.  t.)i-y    results    m:iy    I htained    from    tin-    u>«o 

of  lilcs  of  railroad  periodicals.  Tin-  L'nilinn/  .\<i<  for  many 
compiled  an  aiinnal  statement  of  railroads  in  receivership. 
and  tin-  KnUn-ii}!  .t.'/r  GkUtotti  now  follows  this  pra»-ii«v.  Tin- 
annual  rr|M»rt  «»f  lli«-  Inti-rstal«-  Cuininrrcc  ('ommis>ion  on  the 
"Statistics  Of  Uailways"  contains  a  l.rirf  statrnH-nt  of  n>. - 
ships.  For  tlit»  iKTiod  from  1884  to  1900  nothing  is  mon-  useful 
than  Meany's  "Record  of  Urr.-ivc-Miips  and  Fon-.-losiin-  Sales," 
which  appears  as  a  part  of  "A  Study  in  liailway  Statistics"  in 
the  introduction  to  Poor's  "Manual"  for  1900. 

Rctu  '>n. — Daggett's  "Railroad   K« -oi --ani/atinn"  is  one  of 

the  most  comprehensive  monographs  in  the  entire  lidd  of  railroad 
finance.  It  treats  in  detail  of  the  reorganization  of  ci-lit  rep- 
resentative railroads,  and  in  a  summary  chapter  contains  a  crit- 
ical discussion  of  the  subject.  Mende's  "Reorganization  of  Kail 
roads"  is  much  briefer,  but  it  is  complete  and  decidedly  useful. 
The  subject  is  also  considered  in  Meade's  "Corporation  Finance" 
and  in  Lough's  "Corporation  Finance."  Other  important  studies 
appear  in  Green's  chapter  on  "Reorganizations  and  Receiverships" 
in  his  "Corporation  Finance,"  and  in  Beach's  short  article  on 
"Railway  Reorganization."  Joline's  address  on  "Railroad  Re- 
organization," while  largely  given  over  to  a  discussion  of  the 
law  of  receivership,  is  decidedly  worth  while.  Sterne  s  "Railway 
Reorganization"  is  fragmentary  but  suggestive.  The  legal  side 
of  the  subject  is  treated  in  a  number  of  textbooks,  among  which 
are  Jones'  "Treatise  on  the  Law  of  Corporate  Bonds  and  .Mort- 
gages," Reid's  "Treatise  on  the  Law  Pertaining  to  Corporate 
Finance,"  Short's  "Law  of  Railway  Horn  is  and  Mortgages," 
Beach's  "Commentaries  on  the  Law  of  Private  Corporations,'* 
and  Beach's  "Modern  Law  of  Railways."  Clark  and  Marshall's 
"Treatise  on  the  Law  of  Private  Corporations,"  Machen  s  "Treat 
ise  on  the  Modern  Law  of  Corporations,"  Elliott's  "Treatise  on 
the  Law  of  Railroads,"  and  Myer's  "Winding  up  and  Reorganiza- 
tion of  Corporations,"  in  the  second  edition  of  the  "American 
and  English  Encyclopaedia  of  Law." 

Reorganization  agreements  together  with  critical  and  editorial 
comment  may  be  found  in  the  Commercial  and  Financial  Chron- 
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:l  IM(,K  M'lIN 
Me.    An  analyttl*  i.r  tin-  plan*  of  reoncan  button  of  flltj  aaraaj 

Hallway    Stat  Mi.*"    lit 

'   --H  *••' :  !'i!t"i:        M  ;;•  I,     .  .f     u  h.it      Li-     |..  .  :i     -,v  :  .".  :i     .  •;      •   •.     •   .      ! 

cooaolldatlou  U  rhlefiy  concerned  wit  It  Us  relation  to  ratra,  and 
the   financial   aaptH-tn   «,r   t!  t    bare  been   com  pa  m 

neglected.     In  tin-  Final   i;,-|-,n   ..r  tin-  t'nlted  BUtea  Industrial 
Cotnmlaalon.  1>  Klpley  baa  given  the  moat  ade- 

treatment  of  cuiiaollclatlon  from  the  atandpolnt  of  finance. 
outlining  It*  !  ..•  methods  by  wblcb  It  baa  been  efr< 

mid    •  >n    tin-   |> ill. Hi-   ami   the    lim-stor      lit*  baa  COD- 

tluuiil  ttte  tllmniHMlon  In  a  n^-'-nt  artl-  !••«•-.  y  Spemlfr 

•«  elabonii.-  imt    vniuat  •  '.'a  -Conceotra- 

Ionia  of  Railroad  Traf- 
::illn»ad  O  Xewcouib'a  "Recent 

Ureat  Railway  Con  Increaalnff  Railroad 

Com*.  are  abort  art  It-lea  abowlng  the  ext.  t.t    t..   uhi.h 

eonaolldatlon  baa  been  •  of  the  moat  Imiwrtant 

H  whirh  has  i.^-n  pn'i'arvii  i.y  tin-  Ititeratate  Commerce  Com- 
mlaalon baa  to  do  ••••.. n».r:i-  .-hip  of  Kail 
wajra.    Tbla    rviMirt    fiirnKiui*    «n>ni|ilf(e    Information    aa    to    the 
t*>  \vhl. -h   the  rallnmilH  of  the  United   State*  are  bound 
tofeth-  r  through   the  ownemhlp  of  shares.    It  la  alao  the  only 

tl    |H-rt:i  holding  companlea. 

y  of  th-  NorttH-rn  S.M-urltlea  Caae"  la  a  full,  de- 

:    tlu>  fvi-nts  l.-a.iin-  up  to  the  final  derlalon,  and 

of    th.-    prln<  iplea    lnvolv«il    in    that    decision.    The   anbject   baa 

been  treated  In  a  great   many  article*,  among  which   may  be 

mentioned,  GarnerV  caae,"  Cuttlna/a  MNorth 

era  Securities  Company.  :.ni«|..|pirs  "r,,iisi,i«-rati..iis  on  the 

Corporation     in     Federal    :m<l     lut.-r-t.  iona;    the 

-rn   Securltlea  Caaea."    A  blhllognn  <>la  caae.  com- 

n:  over  a  Imn-lr.  .1  |  >.-ars  in  •  ry  of  Congreaa 

..f    H.^.ks    K. -latino    t<-  •:.    to   tbe 

Gorer  iw  of  conaohdation  la  fully 

treated  in  itlae  on  tbe  Law  of  I nt incorporate  Rela- 

ttona"   aii<i  "Conaolldatlon    of    r,,n..i.  I>egal 

oka  bearing   upon    thl*  anbject  are:   Cook'a   'Treatlae  on 

the  Law  <  -iV  Morawetx'a  Treatlae  on  tbe  Law  of 

Private  Corporation*."  H  Combination.  Consolidation  ami 

•rations."   II.  on  Stock  and 

..M  i h.-  Law  of  Kuilroada,"  and 

Beach  .11   Law  of  lUilwaya.** 
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Overcapit<ili:ntif,ti.-  Scattered  throughout  the  literal utv  "I"  rail- 
roada  10  an  abundance  of  material  upon  sto.-k  watering,  but  the 
it  of  tin-  discussion  Is  so  obviously  biased  and  s<>  lack- 
lug  ID  tbe  observance  of  the  principles  of  i.r.r  .-\|...-iii..n  that  it 
contributes  nothini:  to  tin-  solution  of  tliis  most  involved  question 
Iroad  finance.  Tin-  report  of  the  Kailroad  S.  «  unties  Com- 
misslon.  transmitted  to  congress  in  December,  liTM,  is  racily  the 
leading  authority.  In  a  class  by  themselves  among  Individual 
contribution^  to  the  discussion  are  Rlpley's  "Capi  tali/at  ion  of 
Public  Service  Corporations."  \vhlcb  Is  an  enlarged  version  of 
tin-  author's  discussion  «»f  tin1  subject  in  the  Final  Kcport  of 
the  United  States  Industrial  Commission,  <lreen's  "Kailroad 
rinur."  which  also  appears  in  somewhat  different  form 
as  a  chapter  on  -rubiic  Policy  Toward  Corporation  Trotii^  in 
his  ''Corporation  Finance,"  and  r.ullock's  paper  on  "Control  of 
tbe  Capitali/ation  of  Public  Service  Corporations  in  Massachu- 
Hipley  considers  the  different  prim  -Sides  of  cap- 
italisation, the  methods  of  stock -watering,  and  the  effects  of 
inflation  ui>on  the  shipper  and  the  investor.  Fnrth«-r  discussion 
of  the  subject  appears  in  his  article  on  "Stock-watering."  spen- 
cer's "Prevention  of  Stock-watering  by  Public  Corpora! inns-  is 
a  brief  article  along  similar  lines,  Greene's  "Kailroad  Stock- 
watering"  is  u  temperate  discussion  from  the  investor's  stand 
point,  in  which  Is  made  a  distinction  between  justifiable  and 
unjustifiable  methods  of  Inflation,  and  a  plea  for  a  fairer  public 
attitude  toward  reasonable  returns  on  railroad  investments. 
Doctor  Mullock's  article  is  a  critical  discussion  of  the  ultra  COD- 
servative  attitude  of  Massachusetts  toward  <  apitalixation  Many 
attempts  have  been  made  to  determine  the  extent  of  overcap- 
italization of  American  railroads.  Marx's  "Finances  of  I 
ne.-ring"  presents  estimates  to  show  that  they  are  enormously 
inflated,  and  Meade's  "Cost  of  American  Railroads  tends  to 
the  opposite  conclusion. 

A  long  list  might  be  presented  of  books  and  articles  containing 
references  to  this  subject  of  watered  stock.     Kail  road    men   are 
unable  to  consider  it  in  its  broader  aspects,  as  is  evident  tiom 
the  writings  of  Stickncy.   Fish.   Kirkman,  and  others.     Morgan's 
"Public  and   the   Railways**   is  an  example  of  the  extrein 
\\hieh  an  <.\ •  i  /ealous  railroad  sponsor  may  go,  and  Thompson's 
"Cost,    Capitali/ation.    and    Intimated    Value    of    American    Kail 
roads"    i-   a    subsidized  compilation   which    makes    i,,,    pretensions 
to  lack  of  bias,     on   the  other  side,  and  also  lacking  in  breadth 
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of   view,   may   be   nt,.i    ii,,,i~..,'.      Hallway*   and   the   Ptopte» 
Larrabee's  "Railroad  Question/  \m*ri<-an 

roadS    aa    Illviiitlii«-L'-         U  .it.-r,,|  .-    legal    Stand- 

Is  considered  In  detail   in    IMUwHl  *    "Tn-atlaa  oo  Modi 
•ml  Stockholders"  and  to  Oook't  "Treatise  oo  UM?  LAW  of  Cor- 

l-.rall.Mi-.    • 
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ABBOTT,    I. YUAN.    The   American    Railroad.    Harper**   Magazine. 

xllx.  :J7. 

ACKEMMA  M  K.     Early  Illlnola  Itallroacbi.    Chicago.  IXM 
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HtatoHcal  Skri.-ii  <if  tl>«-  Illlnola  Central  Railroad,  together 

and 

aome  of  Its  early  officers.    Chicago,  1800.    1&3  pp. 
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^      I8M;  <  Mix,  Mi 
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S80-9. 
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Chicago  and  A 

of  Chicago  a| 

291  :  acquisi 

St.    Louis    ). 

perpetuity 

ganizatlon" 

337-8;    acqui 

and  the  Moo 

298. 
Chicago  and  All 

tion  of,  aided 

Lake  Erie  a 

receivership 

ganizntion  of,   :.'.">!>: 


1.    "ii     iuvest- 
railroad    con- 

s.    i:; 

i.  purchase  by, 


Of    All.  .||    ;|!Hl 

leases    in 
::<n  :     ••; 
144.  17.;. 

by     I  law  ley 
rot  hers.  288, 


•w     York, 
'•rn.    7::; 

rue- 
nil- 


tion    of,    with    Centrr 
tary   Tract   railroad    i 
cago,  Burlington,  and 
274;    extension   of   Eri 
tern  to  Chicago  by,  270- 

chicago  and  Aurora,  cor 
tion  of,  with  Central  Ml 
Tract     railway     at     Ch|  r°* 
Burlington  and  Quincy. 

Chicago    and    Eastern    111 
financing  of  bridge  «» 
tion  of,   78;   acquired 
Louis  and  San  Francisco 
affiliated   with   "Hawley 
tern,"  283. 

Chicago  and  Erie,  taken 
by  the  Erie,  204-5. 

Chicago  and  Milwaukee,  m 
iu  Chicago  and  Nortt 

em.    L'VI.    1MJ3-4. 

Chicago  and  Northwester 
successor  to  Chicago,  St. 
and  Fond  du  Lac, 


shareholders'    rights    inj 
extensions    of,    74; 


c- 
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79;  community 
of   luirrfftt   Mini,  mi;  system 

ri.l 

cago  and  Miiuauk«-«-  m,  280, 
208-4:  merger  of  Belolt  and 

• 

•7 ;  at- 
tempt    <>r    Moore  bmthrni   to 

n«  rolllrt'i  tetld- 

ofi  toward  abfMiiud 
of    MubHidliiry 


neaota.  construction  coo  tract 
rvonpuslsaUofi   of. 


•RO  and  mi.  ao 

•  !'•  •:•»  and  Alt«>ii. 

itt>.  Hurllnjrt" 
en 
flu-  Hiirliimtiui.    . 

Iturliii^t'in.        and 
siilhlatlmi  of.  . 

•IIS         of.          I 

thin  of  Colo;  'lnTn  by, 

283;     of      llai.iiil.al     aii.l 
Joaefth  I  by 

-•at   NortlM-ni  an. I   N.irtliiTii 

vnrd  abaolutf 
ownership  of  subsidiary  line*. 

Securities  company,  nil  J 

iitiati.    ami    I 

vii  t  ,,r  -I  I  a  \\N-y  sya- 

• 

!^>.     <Mll!'  1   MllH|i|l|l'. 

istrilrtlui 

Chicago.  Clinton,  nnd  Western. 
14-ft. 

.•".     iMitmque.     and    Mln- 


,-o   GrMt   Wi 

•     nii.ni..ni    of.     1Q8; 
cause  of  Intiolvency  of,  848. 

<k'".       liniiai  and 

II.-.     an     ...htni|l4*d    by 
lie  and  Naslivlllt-.  282. 


ik'<>.  hi'liuim.  and  Houtbern. 
as  ciiiitrollt'd  by  f^ikft  Bbore, 

cut  i     of,     aided     by 

•  au-0.     Kock     Island,    and 

71 

•go.  Milwaukee,  and  Pu«et 
Sound,   financed  t»y    Chlcafo, 

Mi  I  wank.i-.     nnd 
ul.    tiiKiii.il,-    ..f    ciiii-aajo. 
Mllwatik.i-.  ami   1'iitfot  Sound 
•t.-riiM-nt 

l-.li.-y     ..f.      l|r,:     MMiiniuiiity 

i       ami.       L'TIMJO: 

•  rt»«       lield        by        I'nlon 

In.    2S7.  rjw 

of    Milwaukee    ami    Nortliern 

In.    ir^.t.    ..;     \\.  ~-.ru    Union 

railroad  In.  301  :   att.mpt   ,.f 

•  TM    and    North 

i-rn    I'ai-iiir    to    acquire    con- 

.111. 

•k'".  Mimi.-ajM.IK  St  Paul. 
and  OmnliH.  minority  nuitml 
Id  by  Cblcngo  and 
Northwestern.  balance  of 
po\v,-r  It..  I..-M  by  F.  W.  Van- 
derbllt  207. 

.    Isbind  and  Pa- 
cific  railroad   company,   coo* 
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1      of,      I...      • 

rail\\a\. 
20641,  ,'UI 
Chicago,  i:<»k    M.md.  and 

.••  railway.  extensions  of, 
71:  •••.ii-:ni.-ti..n  |M>llcy  of, 
7  I  .  ai-ijninil  l.y  M<»,.n-  broth 

•VO.  296,  ::i  i  | 

.|iiisitl«.n    of    fhoetaw.    nuia 
bomn,  and  Culf  by.  295;  lease 
of   Kcokuk    and   Dee   M<> 
and    Dea    Molnea    and    Fort 

m  .d  ire   l.y.   :;».l  :   controlled    l.y 
rtiirar  land   an<l  I'M 

nipany,  205-0, 
208,  ::M. 

i'anl.  ami  Fond  du 
Lac.    IJIIM!   bonds  of,   56;   re- 

.ui/.ati.m   ,,r.   258. 
Cboctaw,   Oklahoma.   and    Gulf, 
aa  control  led  liy  Chicago.  Kock 
Inland,   and    Parifi.-.  295. 

:  .million,  and  Dny- 
t.'ii.    as    Constructed  on   shan- 
basis,    52;    joint    control    of 
riiiHnnaii.   \.-\v  nricana,  and 
T.-\:IS  i-M.-iti.-  l.y.  :;i4-5. 
Cliii-iiniati.    New    Orleans,    and 
I'M-,    lease   of   ('in 
•i:iti     S.-utlnTii    l.y.    ::nl-2: 
Joint   control    of.    l.y    cincin 
nati.    Hamilton,    and    Dayton 
and  tin-  SontlHTii.  .''.14-5. 

ii  nati  Southern,  leased 
by  Onrinnati.  N«-\v  Orlrans. 
and  Item  I'a.-iii.-.  :;ni--j. 

nnati.  Washington,  and 
Baltimore,  reorganization  of, 


ins   for   loss,   damage,   and 
injury.  158-9.  180,  105. 
Cleveland,   CinHnnati.  Chicago, 


and  Si  l.onis.  ••unininnity  of 
intrn-xi  ;lnd.  L'T.s  :  t-ontrol  oi 
('ln-sa|M-;ikr  and  Ohio  liy.  •_".»',  . 
...nti-ollrd  l.y  I.aUr  Shor,.. 

2!»7,  :tn;. 

Coal    and   Cokr    railway,    con- 
struction of,  by  railway  com- 

ptiq 

Colorado     Midland, 

tion   ,,f.   •_•:,•:.   -j.;;;. 

trol  of,  suri-rndrred  by  At<  in 

son,  204;  controlled  l.\   Iirnv.-r 

and     Kio    <;ranih»    and    t-o|«. 

rado   Southern.   293. 
Colorado  Sotitlicrn.  anjoin-d  by 

the     I'.urlin^'tMn.     287;      joint 

control    Of   Colorado    Midland 

by,  293. 
Colton,  D.   D.,  on  mana^'im-nt 

Of  Southern    I'a.-ilic.  :$00. 
Columbia      and      Puget     Sound, 

flnam-fd  l.y  Chit-api.   Milwau- 
kee, and  St.  Paul,  77. 
Columbia,   IMqua,  and   Indiana, 

construction   of,   by   receiv.-r. 

240.   . 

Columbia.  Chicago,  and  Indiana 
itral.   leased  l.y   I'ittsl.uru-h. 

Cincinnati,  and  St.  l.onis.  J7'. 
Community  of   interest,  278-83, 

318. 
Companies      acts,      In      Great 

Britain,  112;  as  protection  of 

capital,  li'.t. 

Comptroller.    See  Auditor. 
Concord  railroad,  consolidation 

of,  285-0. 
Connecticut     and      Passumjisic 

Rivers,  consolidation  of,  'Jv 
Consolidated    railway    company. 

merged    in    the    New    Haven, 

310-7. 
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' 

•J7"  .    .-.iris    IM-I  i.»i    ,,r     J7J  :. . 

275-7;  effect  of  Ann  • 

2T7-8;   community   of 
ind,   27H-0 ;   concen- 

..r  M.ntn.1  by.  27940; 

ntliiKton  titfU* 

company  by.  2K  .ncy 

.ml.      lt<  1  illicit!  ml. 

2Hi  tar    tendency   to- 

ward,  elsewhere.   280-7;   mo- 
th.-*  In.   :>; 
form    •  form 

- 

•-•••i  ;  share  ownership, 
in.  ir.'!  u;  lease,  as  a  moans 
.  200-30".'  BasjeM  plan 
for  trust  and.  303-5:  holding 
companion,  aa  a  moan* 
805-17:  Cook's  plan  for  single 
holding  com; 

results  -i  «f. 

to  >.   280-00, 

MT, 

Construction,  definition  of.  GO; 
share  basis   In.  fio- 1 
basis    i  railroad 

.n    company.  58-7'J 

slon-.   in.   7j  7.  '  .  <lgea 

In.  77 -v  L  78- 

80.     17  !li/..M  funds 

ers  as  builders  and.  240; 
of. 

iliography  on. 
Contract  and  Finance  company. 
Central    Pacific    and    oti^r 
railroads,      constructed      by, 


Conveyance,  n«  uioans  of  eoo- 
to\ 

u     \\      plan   of.   for   a 
railroad  holding  com- 
pany. 31 
Cook-  xlrruTltlng  syndl- 


.1  of 
I  iik-    and.    04-70; 

I.H.|i..^r;i|-liy   on.  3MMK). 

lea,  connection  of. 

n    of    !•«• 

railroads.   7O-1  :   organisation 
of  iflc  com- 

j.ai.y    ;in.|.  :^'.".  7. 

Cro.  ml  company.  Cen- 

tral Faclflc  construction  con- 

.••r.  K.   r...  «^iin. 

•li    .t.nstrn.  tliui    of    Pacific 

t..;ulis  70,  305-7. 
CrowHi.    .1      i       on    oarly    re- 
organisations. 220:   on   trus- 
te«-  i  re- 

ip.  238. 

cunnlngnam.  W.  J..  on  "scien- 
tific management"  of  rail- 
n.a.ls. 


Dav  >n  security  of  rail- 

road bonds,  55:  on  specula- 

Dayton.  and  Chi- 

cago. recolversblp. 

Delaware  and   Hudson.  t» 
ment    policy    of.    146;    com- 
nninity  of   intcrost  and.  279: 
merger    of    New    York    and 
•\  Ith.  290. 
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Drin  v.      .        I  .      .manna,      and 
.fii.  ...iivtru.tr. I  .,: 

bnnlK.    ;.j     i..  ivr nt    p« 

of.   l  !'•:  i-i  '  >pt  'Hvi- 

:nl  ami.  17«.;  community  of 
Interest  and.  -J7!»;  leases  M-.r- 
rls  and  KHHCX.  288. 

.  ••  .       I  .a.  Kawanna.       and 

\\estern  Goal  rompam  .  i  ,•; 
l»en\er     and     Hio    Grande,     op 

p00eS     I>en\er.      Nortlmrslern. 

and  Pacific  project  29-30; 
finances  of  Western  Pacific 
rnlh\a\.  ::.  •; :  merger  of.  with 
Ilin  Crande  Western.  78,  L"'l  : 
Joint  control  of  Colorado 
Hand  |.\.  -•:;:  iml.-prml.Mit 
auditors  and,  103;  iv<-t>ivcr- 
sulp  of,  240;  roorgnul/ation 
of.  70;  community  of 

interest    and.    'J7KSO;    family 
control  in,  297,  3H>;  tendency 
of,    toward    abHoluto    nw un- 
ship of  snl>sidiary  lines,  299; 
!«•.;  t.-hison.  :> 

Item,   and    I'a 

ritic.  tiiianriiiK  of  ronstnn- 
tion  of,  29-30;  receivership 
of,  30. 

ti< .      merged      in 
I'ninn    I'a. -ill.'.   L".U. 

Denver  Hail  way  Securiti.s 
company.  Denver.  North- 
western, and  l'a<  iti<-.  financ- 
ed by,  30;  retviv.-rship  of, 
30. 

Depreciation,  of  equipment.  s;>- 
94:  of  iirojM.rty  in  p-n.M-al. 
130-1.  IT 

Des  Molnes  and  Fort  Dodge, 
leased  by  Chicago,  Hock 
Inland,  and  Pacific,  301. 


Prtn.it.   Lansiiiu'.  and    N..rt hrrn. 

ani/ation    of. 
Ih-tn-it    KJ\,T  'runnel   <-onipaiiy. 

flnan.Tii  l.y   Mi.-hi.u'an  Cmtral. 

78. 
Dillon.     Sidney.    <-onm><-tioii     of. 

with    Civdit    Mnl.ilirr.    .17;    ..n 

tin-    puhlir    intrrcst     iii    0 

•  •ajiitali/ation.  ."..'I'.in. 
Dividends,  as  imliirniirnt   t«>  in 

IMI-V.    L'|    ;    ;,S    profit    of    l.aillv- 

rr  as  liiian.-ial  au'riit.  I'.",  ;  «!<• 
da  ration  of,  .".I  K  Ilu-1. 
IT:.-;.  197-0,  216,  218;  on  pre- 
ferred shares,  in.  -jr.-j  :  pay- 
ment of.  !»s  KH  ;  e,|iiali/ati..n 
Of,  17  I  ."i  ;  in  property  srript. 
17.".  3;  in  shares.  837-9,  K' f 
u  I  fin  Sli;i 

I>i»iiiinioii    Land    eompMiiy. 
Cnlil'orniji     and     Trxas     Kail 
way  ConstniiMion  rompany. 

iMilntli,  Watertown.  and  I'a 
cIH<-  ae«|iiired  liy  (ireat  North- 
ern, 307-8. 

Durant,  T.  C.,  head  of  Credit 
MoMlier.  <;r,-8. 

East  Tennessee,  Virginia,  and 
Georgia,  reorganization  of, 

•J.V.MI1  ;       controlled       hy        the 
Pennsylvania.   :;ns  :   i-ontrolled 
by       Kiehniond       and       \ 
1'oint    'ferminal    Kailway   and 
War«'hon<«'    conipany.     .".<^ 
acnuisition     of     control      of 
Alabama  Great  Southern   hy. 
815. 

Eastern  railroad,  const  rnei.-d 
on  share  basis,  ~>\  :  inade 
quacy  of  accounts  of,  1M  : 
of,  273,  284-6. 
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INDEX 


•     M 

by  (ireat  Northern.  307  H. 
Eminent   domain.    HI.   04.    139. 

M 
Employees.  tuHimuw*  pension. 

I. -Ill          fUlHlM 

130-7.    100:    v 

over  operating  a 

receiver*  lil|»  |ifu|H»H«ti  in  case 
»r  dispute* 

with.    •„•:::  :    wafts  of,   «luriiik' 
rvo*  I  \.-r>!  1 1  p.  2424.    I 

^"•fjgfl"1*      !•>.      ••?       i' 
llH'ii'-    III    An. .MV  >adS, 

100-1. 

iii      niilmml      abons. 

M  :     |" 

M  .  H  :..   I'.'T. 

v«te  car   H 
and  renewni 

tall/.il    fiiii.1-*    a..-!.     1 

; 

uau  act.  *-M :••!!, .-MI  of  labor 

dlBpUtfS          111: 

Brie,  ezteiMlon  •>'  «po. 

inil.Mir.-  <>r.  286; 
•«THI    noton    mill. 
,rr*  ..f.  li.-l.l  l.y    rui.iii 

at»-  .MM-rship   of   rab- 

!i:iry     I  In.  •  npl- 

t:.n/:.ti..«i  ..r.  aaa. 

•til     AllHT 

railway,      connolldntlon      «-r. 

•jv,  •;. 


InTfvtaMotB,  te  0m* 
eral.   24.   20-30.  ;.au- 

and. 


Uooa   and.  UH-1(/.'; 

by  Independent  a  ud  I  torm,  105- 

Kanaaa  <  «'rn.  20K 


310. 

Hlver  railroad,  conaollda- 

7! 

r.'iii     I:I\.T     Rrancb    railroad. 
merged   in  .«*r   rail- 

ron«!     L'TI 
Flnam-lnl     iwnt.     iMoance    of 

•ecurltlea  by.  2O  i 
Fiscal    agent,    position    of.    in 
iliKin.  i:il  organlxntlon.  90. 

Kvpooalblllty  of. 
r<*r  Brie  Inani 

losun-.  ti-riiiliiiitlon  of  re- 
Aii,  MI  MM 
\ 

200:  |MII,,II,,.I,I.TH  an  bidden 
at.  2.V,  -n  of.  to  con- 

•    Wayne  and  Chicago  con- 
by  tbe  Penn- 

aylTanla.     73:     consolidation 
nana 

I  olii..  :in.  I  iviinsylvjinla  as 

Chi,  •:>-•». 

\1M».     Mllllrie.    :in.| 

-!'ii»  or.  238: 
<>f.  2DO. 

Fort    Worth    ami    m-ir. 
••f.  349. 

traboliar 

In    tli.-   I  'en  i  wy  Ivan  la. 


as  working  mi   MI.  i::::. 
173-1;    In    const  and 

equli-in.  :  i.      i.:i       1714 j      in 
additions      an. I      betterim-- 

. 

171.     I'.'T:     emplo\t-.-s'     iiiMir 
ance,  IN  "1  pn.\  M.-nt. 

130-7;   insurance,   138,    17<>. 

Galena  and  Chicago  Union, 
merger  of,  \\iih  Mississippi 
and  Rock  River  Junction. 
291  ;  merged  in  Chicago  and 
Northwestern.  288. 

Gates.  J.  \V  .  acquisition  of 
Louisville  :ind  Nashville  by, 
285.  288. 

Georgia,  regulation  of  issuance 
of  •  .11.  ::iv 

Georgia  company,  n  non-opera  t 
ing  holding  company,  eon- 
Med  liy  Richmond  and 
West  Point  Terminal  Rail- 
way and  Warehouse  com- 
pany, .".< 

Georgia,  Memphis  and  Charlcs- 
ton,  controlled  by  tli<>  ivnn 
sylanla,  308;  controlled  by 
Richmond  and  West  Point 
Terminal  Railway  and  Ware- 
house company.  .108. 

Gllman.  Clinton,  and  spring- 
field,  construction  contra«-t 

of. 

Gould.  <;.  .1 .  op(K>sition  of,  to 
D*  rn.  :ind 

Pacific    project,    28-30;    com- 
munity   of    Interest  of,    with 

liarrlinan.  L'T'.':  banking  Mllil- 
latlons     of.     278-80:     partial 

•:trol   of.  ..\cr  So\it!i\v.-<t.-ni 

territory,  2KJ  .". :  .- 1  - « i  u  i  s  i  i  ion  of 


\\.-trni  M:iryl;iii«l  l.y. 
288,  280;  system  mileage 
Of,  'Js7  :  Chicago  MIH!  Alton 
•Mral-  and.  111.  1, 

7-8. 
(Joiild.   .!..    rcsponsil.ility   of.    fof 

le    iiisoivrn.A.    •_••_' i  •_• ;    as 

<-:insr  of   rcccivn-sliip  of  Mis- 
souri,    Kansas,     and     TV 
•Jl'.i ;  ciinncrtinn  of.  in  sale  of 
Hannibal    and    St.    Joseph    to 
the   Hurlington.   L".":. 

(Jrand  Rapiils  and  Imliana. 
miistniction  of.  aidrd  by  tlir 
I'rnnsylvania.  7.", 

•  Jranil  Trunk,  application  for 
receivers  of  Central  Vermont 
by.  'j::r,;  assumes  control  of 
Atlantic  and  St.  Lawrence 
and  of  Central  Vermont, 

Great  Northern,  extensions  of, 
7.',;  betterment  policy  of.  1  l«; ; 
property  script  dividend  of, 
170;  competition  with,  as 
cause  of  Northern  I'ai-ilic  in 
solvency,  223:  in  Joint  con- 
trol Of  the  linrlington,  l>7  v 
205;  an  operating  holding 
company.  .",07  X ;  leases  St. 
Paul.  Minneapolis,  and  Mani- 
toba. ::n7  :  a«-i|nires  Mon- 
tana Central.  iMilnth.  Water- 
town,  and  l'a«  ili«\  Wilmar 
and  Sionx  Falls,  and  Kastern 
of  Minnesota.  :;<>7 :  acquires 
fee  title  to  subsidiary  lines, 
308;  relation  of,  to  Northern 
Securities  company,  311-:'.. 

Greene,  T.  L.,  on  security  of 
railroad  bonds.  L'r.1  :  on  effect 
of  overcapi  tali/at  ion  on  rates, 


INDIA 


JMO-2:    put 

to\\anl  «\*T<  :i|>i(allutlOO  AOd 

Unwurllte     and     Miami,     coo- 

:ii%    A.    T..    on     railroad 

i/4ttlon   on    rate*,  00: 

»ii  .-\  i  In  of  overruplitillur 

m;;    companies,    aim 
neat   of   l>ut«  h    ii 
in  American  railroad*  I 
•iiiuii   tin-.  M»ph.  ac- 

by     the     Ilnrlln.- 


:  Iman.  K.   II..  oppoBltlot 
to  1  .western.  and 

• 

on:  nterest  of 

J.      CollM.       J 

influence  of.  into  the  North- 
west    IIIH!     int..    Hi.-    s..uth. 
282-3;  coiiBolMatlnn  . 
organization*     <>  :i.-.l 

liiifs  liy  Investment  I'.v.  in 

road    shares    Tor    loco: 
202:     (Iclniition     of    mln 
control  by.  207;  part  of.   In 
Chicago   and    Alton    ".u-al." 
in.  i 

icago    and    Alton    ami 
Kansas   City    Southern.    208; 
connection  of.  \\  !u»rn 

- 

risburg      and       Lancaster. 
teased  by   the  Pennsyhm 

aoa 

Hartford  and  New  Haven,   in 

V.-StllM'Ilt     l.i.sis     of.      1 


rtabklll.  opmtkio  of.  by 
•  .'i  H.  Ru  on  sorplos, 
ley.  K..  acquisition  of 

•!..-.  288. 
..in.^1  by   lx>ul»- 

n.-i-i.-i!-:  •Hiittes- 

clause  In.  17  ititlng  re- 

qulreroents   of.    1K2-3.    !'.< 
reporting     requirements     of. 
in.  I'll  -"J.  J02. 

Hill.  J.  J..  finances  Great  North- 
iikliuc   afllllatlons 
of.  -JNI.    -js2;   partial  control 
of,   over   Northwestrrii    t«-rrl 
tory.  282:  system  mileage  of, 
•  xmnectlon     of.     with 
Northern  Securities  company. 
1-3. 

!  ilcs  of  Credit 


.rt  of  "Haw- 

system"  In,  283. 

I  lo].:  ;  >anles,  as  aids  to 

consolidation,    905-10;    func- 

tion  of.    iNTformed   by    rail- 

road    companies,     31(1-7;     a 

single  company   proposed    in. 

317-8;    effect   of.    on    public, 

820;     overcapitalization     of, 

iloi.iitu-  companies  (Individu- 
al): Alabama.  New  Orleans. 
\as  MM-!  Pacific  Junction 
railways,  314-5;  Atlantic 
Coast  Line.  311;  Boston 
Itnllroad. 


I\l)l  \ 


Rock  Island,  an.l  .ail- 

road,  205-6,  .'">  Dttftr  Kaii- 
way  B« 

80i»;  «; rr;i i  Northern  railway, 
807-8; 

815;      Northern      s 
811-3:  Oregon  and  Transcon- 
tinental,     300-10;      r<  n 
ratlin.  2TU.  278,305:  HMJI 
Securities,  an  :   Heading,  88, 
270,  205,  207,  310,  337 ;  Rock 
Island,  283,  200,  205-6.  313-4, 
888,837:  Richmond  an.l  West 
•int    T«Tii)iii:»l    Railway    Mild 

house,  308-0:  Ki'-hmond- 
-      l.oard. 

837;  Southern  I'acitic.  :',nr,  7; 
Southern  Pacific  mil  mm  I. 
806;  Southern  Railway  Se- 
curity. 308;  Southwestern 
Construction.  ::ir, ;  Wisconsin 
Central,  307. 

M  .  connection  of,  with 
of  Pacific  rail- 
roads. 70-1 ;  shares  of,  taken 
over  I'.v  tlu«  Southern  Pacific 
,  300. 

railroad,  consolida- 
tion of,  285-6. 
Houston  and  Texas  Central,  re- 

orgaiilzii tii MI.  -jr.  I.  LT.T. 
H"\i«-.  (imstruction  contract  of, 

with  I'liion  l'a< -ific.  r,5-6. 
Hudson     Kivcr     railroad,     con- 
solidation of,  with  New  York 
Central.  276,  200. 
Iliintinirtoii.    C.    P.,    connection 
of,   with    construction   of  Pa- 
clflc   railroads.   70-1;   better- 
ment jMiiiry  of.   UT :  proposal 
of  a  Hln«h'  railroad  <-ompany 
by,  283-4:  In   receivership  of 


CbeMpeake    and    oiiio.    . 

in  sale  of  ( -|ICV;,|,(.;,K,.  ;lll)| 
Ohio  to  Blfl  1  our."  LM.M;:  in 
on?:nii/atioii  of  tlic  Snitlirrn 
Pacific  company,  805-7. 

Illinois  Crntral.  land  >;rant  to, 
83,  56;  extrusions  of.  7::  I  : 
tinanccs  l.ridL'c  const  ruction. 
78;  early  mileage  record  «,r. 
L's«'. :  pun  -liases  Cecilia  branch 
Of  Louisville  ;ind  Nashville 
and  of  Clie^M|.e;ike  and  Ohio 
Southwestern.  L".»l  ;  acquired 
l.y  Tnion  Pacific,  282,  287, 
311;  shares  of,  held  by  the 
i:ailn»ad  Securities  com 
i -any.  :;n. 

IncoiiK-  account  See  Accounts; 
Surplus. 

Incorporation.     Kcc  Charter-. 

Indianapolis  and  r.ellefoiitainc, 
exchange  of  shares  by,  for 
land,  labor,  and  materials. 

Indianapolis.  Bloomington,  and 
Western,  receivership  of,  234. 

Indianapolis.  Cincinnati  and 
I.afayetie.  cause  of  Insolv- 
ency of,  220-1. 

Indianapolis,  Pittsburgh,  and 
Cleveland,  consolidation  of, 
with  I'.ellcfontaine  and  Indi- 
ana. 2744. 

Insolvency,  definition  of,  21  r,  7, 
causes  of :  heavy  fixed  charges, 
•J 1 7 -'. i :  excessive  mileage,  '2  \ '. »- 
20;  inferior  construction.  220: 
hranch  lines,  22O-1  :  fraud  and 
inadequate  reports.  -JJIL'; 
<-oinpetition.  'Ji'-J-.'', ;  legislation, 
•J-J.",:  floating  deht.  the  imme- 
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M     mid. 
. 
Infuirut   <       funds. 

and  Ijrvut    North 
en».   lliwn.t-4  lirldk'i-  o.iihr- 

.7:    reonanteatlon   of, 
251.  203;    family   coutrol  of, 

•00 

state    Commerce    Oonmla- 

'i   •i|ni|>!iH*ot  deprecla- 

iiiui    i--:t--:  on 

report*.  182-3,  '.Mi  I;   -n  op- 
er  :  •(•linen,    lltt-.r>;   on 

i  iff  revenue*.  105-7 
«»m«»  and   profit   and   loam, 
it  Ion*, 


nmnne«*ni«iit    of    Hritinli    in 
in   AmrHran  rail- 
by,  i 


mont.    -.Nil, 

fined  by,  2M  i  connoll- 

datlon.  280;  on  railroad  I 

^i    of    rallmad    H. 
292-3;    on    proposed 
orer   laanance   of 
MO-61. 

• 

•ecuritl.^  In.  348. 
Iowa    and     Mlaalaalppi     1: 
Oonatmctlon    company,    con- 
•n     by.     of     ciilcafd, 
1  >ii!-u.|ii.-.  and  Mlnneaota  and 
iiu'o.  Clint..  ii.  nnd  Do- 
buqne.  • 
low:  i  \vley 

-iiiM'iit      trnxt      comptii 


bllt 

!    of 

the    8outb«Tn     t.  rritory     by. 


raffle  Aaaodation  caae. 
effect    of,    on    consolidation. 

•J77  '-' 


Kanaaa.  regulation  of 
sccnrltiea  in.  348. 
-aa  and  Nebraaka  Land 

Kanaaa  City  and  Mempbta  Rail 
way  an  company,  fi- 

nanced by  St.  Loala  and  Ban 
Franciaco,  78. 

:i-l  by   Mlmourl.  Knnaaa. 
and  204. 

Fort  Scott  and 
Mi-iupliis.  is|iii|.in*-iit  com- 
I.MIIV  IM.H.IS  of.  s<;  7. 

SoinlM-rn.  acquired 
by  Hlelcken.  298. 
Kanaaa  Pacific,  loan  of  credit 
to.  33;  cau»< 

220-1 ;  merged  In  Union  Fa- 
ML 

itral,  recelveranlp 
of.  241.  240. 

Keokok  and  Dea  Molnem.  leaaed 
by  Cblcago,  Hock  Inland,  and 

tl.-.  301. 
Km-. •:••••     r. .   land  apecolation 

i-   M    \  .  on  ••rr.i-t  of  over- 
cn|»it  ili.Miinn  on  ratea,  339. 


•M7 


INDKX 


Knox.  P.  C..  on  national  regu- 
lation of  Issuance  of  setmi 

Kuiui.      Ixx»b     and     comp 
limiiu-inl  agent  of  Union  Pa- 
cific. 25;   railroad   aillllntlons 
of,  281);  o.ntiul  ,,f  over  South- 
ern Pacific,  205. 

Labor,    In    payment    of    share 
•Ubs,  riptioiiH,     31,     52-3;     as 
,  ting  economleR, 
i:,i.     i:,.;.     i:,v...     i.;i  ., 
0/*o   Kmploxc,-  :    Pa  \rolls. 
La     Crowe     .-UK)      Milwaukee, 
cause  of  lnsoi\  en.  \  of,  282, 

•i.l     \\c-tcrn.    con- 
trolled l»y  Lake  Shore.  ::ic. 

Shore       and       Michigan 

Htlicril.        consolidation        Of, 

270,  a'H'. :  relation  of,  to  n- 
celvership  of  "NMckH  ri.-it.-.- 
221:  :».-,, ni>it  i.m  by.  of  M  Nick- 
el 1'lat.'."  -J77  :  family  con- 
trol of.  LM.I:I  :  rontn.llcd  liy 
New  York  c.-ntral.  L".r,.  .319; 
in  joint  control  of  the  Read- 
ing. 197;  «'iitn.i  of  "Big 
Four"  by,  297;  used  as  New 
York  Central  holding  com- 
pany. .",n;. 

take  Superior  company.  On  at 
Northern  ore  certificates  nn<l. 
IT.;. 

Lake  Superior  and  I'ugct  Sound 
Land  <on,|.:iny.  relation  of, 
to  Northi-ni  l'a«-ilir. 

Land.  In  paynH-nt  of  slian-  snb- 
scriptionA,  ::  as  basis 

of  bond  tames,  50. 

Land  companies,  as  Hp«-«-n!ati\.- 
adjuncts  of  raili 


Land  grants,  slat.-,  .",•_>;  national. 

83;    Sold    to    attract    srttli-rs. 

151. 
Leases,    as    capital    oldigalions. 

88,     >•_'.    -If,  ;    as    ,-:ms»*    of    in- 

SOlvni.-y.    JIT  s  :    U    HMM 

Consolidation.      -JTJ. 

«M|nipnuMit.    si1  0 
l.ra\rn\vortli.      I.au  rrncc.      and 

<tuli'.  rsldp   of. 

Lrliigh     Valli-y    « ar    tri^t.    M  ; 

connnnnity    of    interest    and. 

270, 
Liabilities,     as     capital     ol.li-a 

tions.  ::i  <;.  88,  822;  Rccounl 

ing   rei|iiireineiits   in.  of   I'.rit 
i-li    law.    HL'ti.    r_'o.      8*    llM 
Insolvency  ;        Oven-apitali/a 
tion. 

Lincoln.  \V.%  on  investment  }n\<\* 
of  Boston  and  I'rox  ideii<-e,  8-9. 

Logansport,  Cra\vfoi-ds\  ille.  and 
South  Western,  construction 
contract  of,  <;_'. 

Long  Island  railroad,  physical 
connection  of.  with  tlie  Penn- 
sylvania. 1152-8;  -lability  of 
earning  power  of.  L"J.".. 

Lottery  privilege,  as  aid  to  rail 
roads.  :,:;  i. 

Louisa  railroad,  uso  of  personal 
credit  of  directors  of.  .".•_'. 

Louisville  and  Nashville,  financ- 
ing of  terminals  of.  Tit;  prop- 
erty script  dividend  of.  1T«'.; 
acquired  by  Gates  and  turned 
over  to  Atlantic  Coast  Line. 
L's-j.  •_".•:,  ;  c.mtrol  of  Chi. 
Indianapolis,  and  Louisville 
by,  282,  285;  sale  of  Cecilia 
branch  by,  to  Illinois  Central, 
291, 
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Louterille    Prupeity    company, 
policy  In.  82. 


-i.;ir. -I,,,!,  i,-r-  .     lu;  I 


•nlug      Investment      com- 

Mali..-.  rvk'ulatloi.  of  Ksuan.-v  of 
Maine  CY  .Holldmion  of. 


.nee.  definition  ,,f.  129- 
• 

130;     depreciation      in. 

ties.    131-2;   of  funds.    I. 

accounts       In. 


Management,  financial  organlsa- 

• 

.1     In.     inTai:    "sclen- 
:V    re- 

•ponmlblllty    in. 

Marietta    and   cinrlnnatl.    con- 

•traction    of.    uldt-d    by    tl>. 

Pennaylvatila.  73. 

Maryland,   gives   aid   to   linltl 

iii.»n-  ami  Ol.io.  :;i  -J;  :i,-,-,,unt- 

Ing  requlremendi  In.  198n-4n; 

regulntioii  <*f  laauance  of  ae- 

•  tin:  ;UR 

MaaMcbowtta,  gtvea  aid  to 
Western  railroad.  31-2:  extent 
of  railroad  iil.l  in. 
accounting  reiiulrt^uieiitH  in. 
182.  186o;  regulation  of  IMHU- 
aii.i-  of  sr.-uriti.-s  in.  :i::in. 

Maysvllle  and  too,  241. 

Meade.  E.  8..  on  aecuritv  i»f  in 
-Ji;j 

30 


Terminal 
com- 


troll.nl    by    tin- 

8i»s  -llrd  by 

and     W«rt     l'..iiii 

Railway  and  Wa 

pany,  aOMI. 
Mey..     It    II  .  on  Northern  8* 

.M.ntirs  oMt,  ::rj-a. 

igan,  railroad  appnUaal  in, 

Ml 

Michigan  Central,  finance*  De- 
it  river  tunnel,  78;  control 

of.  acquired   by    W     II     Van- 

derbllt    296;    family    control 

of.   203:    controlled    by    New 

', 
Michigan  Securltlea  company,  a 

holding   company,    controlled 

by  Cincinnati.  Hamilton,  and 

. 
Mlddlfborougb  railroad,  merged 

railroad. 
Milwaukee  and  Mliwuwlppl.  con- 

•traction  of,  • 
Milwaukee       and        Northern. 

merged   In   Chlc-ago,   Milwau- 

kee. and  St.  Paul,  290. 
Milwaukee  and  St.  Paul,  early 

mileage  of.  280L 
Minneapolis  and  St.  Cloud,  fore- 

runner    of    Great    Northern, 

:U.T. 
Minneapolis     and     8t     Lonln. 

caosea  of  Insolvency  of,  228: 

part  of  -  lluwley  system"  in. 

ffff  ;     overcapitalisation 

Minnesota,  accounting  requlrt' 
ments  in.  UKin;  railroad  ap- 
praisals In.  320. 


Minnesota  and  Lake  Wlnnebago, 

Control!,-,  I    h\     WlHCOUSiD    ' 
tr.il.  307. 

Mississippi     and     Rock     1: 
Junction,    merged   in   Galena 
and  Chicago  Union,  291. 

Missouri.  Kansas,  and  Texas, 
finances  bridge-const  nidi-m. 
78;  Inadequacy  of  n'jK>rt«  and 
Ins  ..f,  222;  const  ru< 

I  «.r.  i.y  receivers,  240; 
lease  of,  by  receivers,  240-1; 
organization  <.f.  240,  256, 
263,  208  ;  part  of  "  Ha\\lc\ 
tern"  in.  2x.",  :  control  of  Kan- 
sas  cii>  and  1'acitic  by,  294. 

Missouri  l'a<  itic.  finances 
bridge  eonstruetioM.  7s  ;  rela- 
timi  of,  to  receivership  of 
Missouri,  Kansas,  and  Texas, 
249;  community  of  interest 
:iml.  -J^n;  family  control  of, 
293,  297  ;  tendency  of,  toward 
absolute  ownership  of  sub- 
lines,  299;  used  as 
holding  «Mn|.:my  of  Gould 
system.  :;i«;. 

Missouri  i  -rt  Scott,  and 

<;ulf.    238. 

Mobile  niid  Montgomery,  cause 
of  Insolvency  of,  223. 

Mohll<-  :ind  ohio.  land  prant  to, 
88,  3T>;  finances  Mobile  docks, 
79;  controlled  by  the  South- 
ern. 282.  296. 

Mobile  Dock  company,  financed 
I.y  Mobil.-  :md  Ohio.  70. 

Moffat,  D.  H..  finances  I»«-nver. 
Northwestern,  and  Pacific, 


Mi'Mt.-niM    Central,    acqnired    by 
Great    Northern.  ::• 

Moon-.  \V.  II..  ami  .1.  11  .  bank- 
ing affiliation  of,  280;  i 
tlon  «.!'.  amoim  railroad  inter- 
ii.'in|.t  to  aojuire 
control  of  Chicago  and  North 
western,  298;  create 
island  Byvtem,  i^i. 

29S.  ::i::  I  :  a«-,|uire  joint  con- 
trol   of    Chicago    and     Alton, 


M..no|M»iy  privileges,  as  aid 
railroad 


M..i-an.    .1.    I1.,    railrojul    atHllo- 

ticms   of,    280;    conneetlon   of 

with  Northern  Seeurities  cum 

pany.    :H2. 
Mur^aii,  J.  P.,  and  company,  re- 

organizations of.   _•:.::.    _'7n  i  . 

dominant    in    Southern    terri- 

t«iry.   2M2;   acquire  Louisville 

and  Nashville,  295. 
Morgan  Improvement  company, 

constructs     Oilman,     Clinton. 

and  Springfield,  62. 
Morgan's  Louisiana  and  Texas 

Railroad  and  Steamship  coin 

pany.  eon  trolled  by  Southern 

Pacific,  287-8. 
Morris    and    Essex,    leased    by 

Delaware,    Lackawanna,    and 

Western,  288. 
Mortgages,  farm,  in  payment  of 

share  subscriptions,  53;  rail- 

road.   See  Bonds. 

Nashville,      Chattanooga,      and 

St.       Louis.       controlled       by 

Louisville       and        Nashville. 

282. 

National    company.    :;m 
Naugatnek     railroad.     "  Sehuy- 

Icr  frauds  "  and.   1O.1. 
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Nebranka.    accounting 
m«  ittliuu  of 

I--M.I!.'  ••    <>f    •-•••::.'..•-    Iti     .'.Is 

lii.  346.  MR 
New  Ilaren  and  Northampton. 

"s  Crauda"   lu.    100; 

consolidation  of.  280-6. 
New  Jeraey.  trannlt  duty  on  In. 

tantafe  pMBtJuaa  in,  •.'::,  ; 

••••  requirement*    In. 

103n-ln:   regulation  of  lara- 

-of  aecurlt  ,,  in.  348. 
New  Jeraey  railroad,  conatroe- 

tlon  of.  on  aba  re  baal*. 

acquired  by  Camden  and  Am- 

boy    and    merged    In    United 

Kailn.a.N  of  \.-\v  jVr*«-y.  !>'.». 
New    London    North.-™.   leaaed 

to  Central  Vermont,  jn 
New  Orleana  and  Nortbeaatern, 

acquired   by   Alabama   Great 

South,-™.  III.',. 
New    Orleana    Terminal    com- 

pany.  financed  by  8t   Loula 

and   San   Franclaco  and  toe 

Southern.  »» 
New  York  atate.  gtrea  aid  to 

New  York  and  I  ex- 

tent  of  railroad  aid   In.  82; 

accounting    requirement*     In. 
•ii.itlon  of  la- 

auance  of  aecurltlea  In.  S31n. 

Ma 

k  n  nd  Canada,  merged 
In     Unaware    and    Hudaoo, 


ubaldlHd 

by  New  York.  81-2:  conatroc- 
•ii  contract*  of.  00  ;  terminal 


of,  79.  270;  caoae  of  racalraf. 

York    and    Harlem,    coo 
H«d  by  New  York  Central. 
79.  288;   ••Henuyler   frauda" 
in.   1004L 

New  York  and  New  England, 
cauaea  of  Inaolveocy  of.  7«, 
• ;  r*»hren.hl|,  of.  2M.246; 
ni>r^anl/jitl«Mi  of.  -j.'.T  <^,n 
aollda tlon  of.  2804) ;  controlled 
by  tne  New  Haren.  289. 

New    York    and    New    Haren. 
:ireboldenr    right*    In.     17 
ii.    1004. 

New  York  and  Oawego  Midland, 
6MM 

New  York  < Mitral,  conaollda 
tlon  of.  270-2.  288,  886;  ow- 
capitalisation  of.  28940.  887; 
mer^T  of  !in..<  of.  in  wealacu 
New  York.  291 ;  acquired  by 
C.  Vand.  ri.ilt  :r.»7:  conaollda- 
t ion  of.  uith  Hudson  Hl?er. 
290;  abare  dividend  of.  888. 

New  York  Central  and  Hudaoo 
HIviT.  conaolldatlon  of.  278. 
290:  terminal  of.  iu  New 
York.  784.  288,  828,  3: 
car  troat  and,  84;  operating 
economic*  of.  nil :  early  ac- 
counting organisation  of.  : 
community  of  Interest  and. 
278-80,  282;  ayatem  mileage 
of.  'JS»V7:  family  control  of. 
29.".  1  of  Boaton  and 

Albany  by.  108.  279.  284-0. 
801.  818;  control  of  Lake 
Snore  by.  290.  319;  control  of 
Michigan  C.Mitral  l.y.  290; 
control  of  Weat  Rnor. 
289.  290-800;  In  Joint  control 
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of    the     KutlMii.l.     '.'ST.:     rela 

\\itli  ih«-  New   II. 
IBS,  285;  share*  of,  held  i.> 
Union   i  use 

of    Lake    Snore    aa    holding 
company  by,  315. 

and    8t 

Louis,  cnuiw  of  in-ohency  of, 
•julred  by  Lake  Shore, 
277.  280. 

New     tak,     Lai.-  ••""! 

Western,    linan.-iiiu'   «-f   exten- 
sions of  ise  of  In 
ency  of.   L'J  I :    reorganization 

New    York.    New    Haven,    and 

ll:irir..r.l.  consolidation  of, 
,ort  term  notes  Mini. 
49;  physical  connection  of, 
ivmivylvania.  l.VJ: 
:iilili:iti..n  of.  with  NVw  York 
Cent  ml  and  Boston  and  Al- 
bany, 153,  285;  community  of 
Interest  and.  279-80;  control 
of  New  England  territory  by, 
284-5;  traction  and  steamship 
lines  of,  285;  acquisition  of 
New  York  and  New  I :i inland 
by,  280 ;  merger  of  subsidiary 
lines  of,  290;  as  a  holding 
:|>a»iy.  .",1' 

k,  Ontario,  and  West- 
ern, indejMMid«Mit  auditors  of, 
Ktt:  eoiimiiinity  of  interest 
and,  279;  controlled  by  the 
New  II. ,..-:,.  :;i7. 

York.    I'ennsylvanla,    and 
Ohio,  taken  over  by  the  Erie, 
204-5. 
New    York,    West    Shop-,    and 

I'.nfTalu.    <-:niSPS   Of    Ilis.i|v«-ney 

of.  7i>.  i-r...  •_••_•]  -.  reeeirenhtp 


of.      L'l  I  :      r.-Mru'ani/ation     of, 
•jr.  I. 

New|»<Tt  an.l  Cineinnati  Bridge 
eompany,  77. 

Niagara  1'alls  and  I.«-u  i-t«>n. 
merged  in  New  Y"rk  I'entral. 
291. 

"Nickel   Plftte  S'ew   York. 

rhieau'M.  and  St.   l...uis. 

Norfolk    and    Carolina,    consoli- 
dation of.  with  Atlantic  < 
Line.  :;11. 

Norfolk  and  We<teni.  ear  trusts 
and.  M.",;  receivership  of, 
•..  LTJ;  reoi%'ani/,ation  of, 
2T>s.  _v,j.  j»;j);  c-omm unity  of 
interest  and.  'J7s ;  rontrolli-d 
by  the  reiinsylvania,  'JTs. 
L".t7. 

North  American  eompany.  310. 

North  Missouri  railroad.  <-on 
struction  contract  of,  59. 

Northeastern  of  Georgia,  ac- 
quired by  Richmond  and  Dan- 
ville, 296. 

Northern  Central,  consolidation 
of,  274;  community  of  inter 
est  and,  278. 

Northern  1'aeiflc,  sale  of  bonds 
of,     In     Europe,    23-4;     land 
grant    to,    33;    shareholder- 
rights    in,    -17:    land    specula- 
tion of,  G2;  Portland  terminal 
of,    80;    eity    promotion    and. 
1.VJ;  causes  of  Insolvency  of. 
02,   17:..  L'l'.i,  221,  22.'} :  n-.civ 
ership  of,  2:1: «.  -i-j.  •_•!  1  5;  N 
organi/ation    of,    t^T*.    W,-\. 
•_••;.;  7.  •_'•;:•.  -J7n  :  Vi  Hard's  1« 
Of    \Vi^c,,ii<in    Central    branch 
Of,  221,  L'ss;    in   joint    control 

of    the    I'.urliliL'to  J'.i:,; 
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.tcuoUuetititl 


In 

)!! 


company,  311-3. 

riniiml     company. 
mum..  -.1  i-y  Norther  i 

'.      >-,.,!      ,    :  I'          ' 

Mote*.   HI  .11.  ii 

obligation,   3H-'.' 
flrr   ato    Inaohrency;    tteor- 
fauliatloiL 

Ohio.  mitMldy  IH.I 

iv«iiiliviiii'iim       lii, 


198o  ;  ITK  "f  iMroaoce 

in.  348. 

:m.|    In.! 

II... 

<>   ami    Pennsylvn 

•<>    08 

IMUHlmr^li.  ni'l 

Ohio  ^isslppl.    ••Jiu- 

;r  .1     IVniiMylvnnla. 

-11    of.    aided    by    th. 

Miwylvanln.    73  ;   conaollda* 

..,.1   Indi- 

ana an-:  tync  uiul  < 

cago     as     Plttabargb.     i 

ite,   and   Chicago,   274. 
M  1.  1  Colon  y.  inreatment  hnnln  of. 

MM 
Operating     n<  *<'c     Ac- 

^  ratio,  aa  teat  of  effl- 
•"T.  2001 

Operation  i.«l   with 

earning!,  1484K);  derelopuimt 


of  traffic 

of 

108-7;  optrartttnltlra  fur  «tm- 

on.  ivrn*  aa 

managera  of,  23D-40. 

Oragon  an  mla. 

IMiny.    8CW-7;    leaaed    hy    the 
Oregon  and  Tranacontln* 

Oragon    and 

a 

||<>1,| 

Oregon    Railroad    and    Narlga- 
•ti    company.    iiintrolliMi 

un  tir.  sia 


•  II    comiNiny. 
Oregon  and  Tranacoittinriital 

Orep  -H'-'l 

i'\   i  :,..-•,  r.K-iiir.  204;  uaed  aa 
eoMp 

i,    flnnn.  ial.    corpo- 
rate. 05- nm:  Inv.-storrf.  1004. 
Over  •tlon.    In    p-neral. 

822-5;  »tnii'  appratoe- 

nii'iii  :  itlea. 

8254;   original  coat   leas 

tt;  cost  of  re> 
- 

•  E32-3;  at  construction, 
f  834-5;       at       reorganlxat 
270-1,8354:  at  ...:.-.,.'. 
280-90.330-7 

and,   837-9;    reanlta  of.   330- 
48:    I'uMi,-    attitiMle   toward, 
848*;  atate  regiiiati-.n  at 
curitlea  and,  345-0:   national 
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regulation  of.   pn  .posed,  849- 
51 ;  Railroad  Securities  Com- 

mission's    rrcomniendatiiMi   of 
publicity    as   a    remedy    f<>r. 
851-2;  bibliography  on,  308-0. 
Bee  al*o  Capital. 
Overland     ('«>  company. 

•oa 


Pacific    Improvement 
coi  ;i    of   railroads   in 

California  by,  71. 
Paclfi«-  Mail  steamship,  con- 
trolled by  Pacific  Improve- 
ment company.  71  :  Ilunting- 
1 1  iti's  betterment  policy  in, 
117. 

Payrolls,  190-1.  Sec  also  Labor. 
Pennsylvania  company,  relation 
of,    to    receivership    of    St 
Louis,    Vandalia,    and    Terre 
1 1  :i  ute,  234;  community  of  in- 
terest and,  278,  280;  an  op- 
erating holding  company,  con- 
trolled  by   the   Pennsylvania 
railroad,  306. 
Pennsylvania    Fiscal    Agency. 

Bee  Credit  Mobilier. 
Pennsylvania  railroad,  canvass 
for  subscriptions  to,  20;  un- 
derwriting in.  -jr..  27-8;  short 
in  notes  and,  48-0;  con- 
struction of,  begun  on  share 
basis,  01;  extensions  of,  73; 
New  York  terminal  of,  152-3; 
car  trusts  and,  85 ;  equipment 
bonds  of,  86;  betterment  pol- 
icy of,  146;  inadequacy  of 
early  reports  of,  213;  exten- 
sion of,  to  Chicago  and  St 
Louis,  276;  community  of  in- 


terest ami. 
Icni  mileage  of.  L'sr,-7;  lease 
of  rniic.i  Railroads  of  New 
.1.  •  •  i'.v.  L'ss.  :;<HM  :  i, 
Of  Philadelphia  and  F,ric. 
llarrishui-K  and  Lancaster, 
and  Pittsburgh.  Fort  Wayne. 
and  Chicago  by,  300;  pur 
chase  of  rittshurgh  and  Stcu- 
benvllle  by,  'J'.H  :  minority 
control  of  Norfolk  and  West- 
ern by,  207;  merger  of,  with 
Philadelphia  and  Erie.  •_".»:•. 
801  :  acquisition  of  Philadel- 
phia.  Wilmington,  and  P.alti 
more  by,  after  contest  with 
Baltimore  and  Ohio,  204 ;  con- 
trol  of  the  Pennsylvania  com- 
pany by,  305;  control  of  t  he- 
Southern  Railway  Security 
company  by,  308;  sale  of 
Richmond  and  Danville  by, 
308;  interest  of,  in  Rich- 
mond-Washington company, 
315-6. 

Pension  funds,  employees', 
136-7,  172. 

Pere  Marquette,  equipment 
company  bonds  of,  87. 

Philadelphia  and  Columbia,  in- 
vestment basis  of,  1  '_'. 

Philadelphia  and  Erie,  construc- 
tion of,  aided  by  the  Pennsyl- 
vania, 73;  leased  by  the  Penn- 
sylvania, 300 ;  merged  in  'the 
Pennsylvania 

Philadelphia  and  Reading, 
financing  of  terminals  of,  79; 
equipment  contract  of,  88; 
misleading  accounts  of,  181  '-' ; 
cause  of  Insolvency  of,  224; 
receivership  of,  244;  reor- 
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*.iii/.nti..ii.,..r.  Jiv  -J-v:  MNJ; 


Phi  and  Reading  Coal 

HII.I  In.,,  r.,n.|.<in>.  -jiHti,  :;m. 
IMillitdH|.lilii    nn.l    Tr.-iil,,n,    in 
vtatuent  bnnhi  of 

Baltimore.     and 
malty    of 

w  I  in.  I  ilk-ton.    and 

Ililltlnmrc,  IIMTtfiT  of.  With 
Halt.  !.,..,-,  an.l  Port  Deposit 
•ml  Wilmington  and  Sunqiio- 
liaiiits.  271  :  acquired  by  the 

bunch     and    Oonoellsviiu, 
'.     aided     by 

78. 

«l  I^ake  Erie,  con- 
trolled by  Lake  Snore. 

and      SteiilM-nvill,-. 
Piircbaaed    by    the    Penny  I- 

u.  inniitl.  nn.! 

Louis,     lease     of     Coluint-  : 
Chlcafo.  and  Indiana 
by. 

tirinnati. 
and  St.   Ixuil*.  1  by 

the    Pennsylvania    company. 


'•nru'Ji.    r.-rt    Wayne,    and 
Chicago,      consolidation      of. 
274  :    t.  TIM  mal   bonda  of. 
reorganisation        of,        268  ; 
leased  by  the  Pennsylvn 
278.    300;    operated    by    the 
Pennsylvania    company.    305. 

tec.   Winiiebago.  and  Lake 
Sii|HTlur.        0S1 
Gentrnl 


UK.  »«  fnniiiimi  of  coo- 

-77. 

on    railroad    re- 
i-  on  effect 

*•!  :|ion  operation 

Prar  railroad  ami  Htan 

dard  Oil  affiliations  of.  2HO. 
'••  i-.ir  lines,  flM. 
t    and    loss    account    009 

'tlon.       Inducements      to, 

MM:. ,-r. ,;.!.>•    on.    301. 

:«.    MM     liiNtruiuent    of 
promotion,  10. 

Pro\  nd  Worcester,  con- 

structed on  ausre  basis,  02. 
t      funds,     employees', 
;7. 

les,      shareholders'.       100, 
108-4.   208.    Sec  a/*o    \ 
D0t 

lisslng  agent,  as  fat-tor  in 
ogieratlng  enVlency,  150-60 ; 
procedure  for.  101. 


Railroad  Securities 
slon.  recommendation  of  pub- 
li« -itv  as  remedy  for  orer- 
capltallsatlon.  3.' 

Hallroad  securities  company,  a 
non-operating  holding  com- 
pany. 1  by  Union 

tfie,   311. 

\vay       1  >  Trust 

Company,  management  of 
British  I  moments  in  Ameri- 
can railroads,  1<» 

Railway  Snare  Trust  manage- 
ment of  Hritisti  investments 
in  American  railroad*  by, 
MH 

RaniMiy.   '  with 


INDIA 


.1.    <;«»ul«l     f<>r    control    of 

Randolph       HIK!       Iiri.l^-u 
merged    In    r.iii    Kmr    rail- 
road, 274. 

Reading       company,       terminal 
bonds,     7'.' :      •••iui|'Mn-in 
tract     of.     with     IMiiladHphia 
and   Reading,  SV    control  of 
Gentrai  by, 

288,  296,  31<>;  «>ntro!l<><l  by 
Baltimore  and  Ohio  and  Lake 
Shore,  l.H.»7  :  ."iitr.-l  .if  1'hila- 
phia  :m<l  Rc;idin^  liy.  .",in  ; 
Ofercapitaii/.ation  of. 

Tuii. -lion 
In.  --T  :   preliminary  steps  in. 

•J-J7V  obnadM  in.  22842J 
conflict  of  Interests  In.  i1  :;•_'  1  ; 
application  to  court  in.  _-".  i  7  . 
•inalili' ;iti<»M8  of  n-ceiverN 
for.  887-8;  jurisdiction  of, 
238-0;  administrative  aspects 
of,  239-43;  certificates  in, 
termination  of.  245-7 j 
bibliography  on.  :i«;i  »;. 

strar,  jMwition  of,  in  finan- 
cial organization,  08-100; 
••Schuyler  frauds"  in  con- 
nect ion  with.  105-6. 

••^anlzatlon,  why  necessary, 
240-8;  early  attempts  at, 
225-«:  without  foreclosure. 
248-0;  purpose  of.  250-1; 
committees  on,  252-3;  serv- 
ices of  banking  houses  in, 
253;  deposit  of  securities  in, 
253;  dissentient  interests  in, 
2584;  position  of  bondhold- 
ers In,  255 ;  sacrifices  of  share- 
holders in,  255-0;  assessment 
of  Junior  bondholders  in,  250- 


:  ii-  of  ni-w  i-Mi-|iorat  ion 
afl«T.  '-''•!  D  :  l'i'"\  ision  i«.r 
fntnrr  nr.-ds  in.  •_'(;:.<;;  nn 

rwHttag    in.   286-7 j    rttliif 

trust    and.    L''i7  '.'  ;     n-snlts   of, 
L'''.'.t  7"  :    ivlalion    of,    to    tix'-r 
ra]iitali/.ation.      1 
hildio^raphy  on.  ::'.'.  7 

K.'P  'i.-ation    of.    l.y    in- 

(le|»endrnt      :i«-«-..nnt  ;mts      and 
auditors.      In;;  1.      IK;S.     l  m  : 
inade.|ua<-y  of,  as  a   factor  in 
insolvrn.-y.      L'L-J  :      Interstate 
Commerce     t'onnnission      n- 
«inireinents      in       reiranl       i-». 
18'J-:1..    l'ln--j;    essential    •] 
liejitions     in.      8134;      bihlio- 
^raphy  on.  : ;•;;•,  1. 

Kr.iuisitioiis.  siijtplies  and.  !."»!»- 
•  in.  1-..1  L'. 

rves.     Sec  l-'nnds. 

Kirhmond  and  Danville,  con- 
trol of  Northeastern  of 
<>rgia  by.  280;  «-oiitrolle<l 
by  the  I'ennsylvaiiia.  .'J08; 
control  of  Richmond  and 
West  Point  Terminal  Railway 
and  Warehouse  company  hy. 
and  controllcHl  by  same,  308- 
9;  interest  of,  in  Alabama 
Great  Southern,  :;i.Y 

Richmond  and  \\V-t  Point 
Terminal  Railway  and  Wan-- 
house company,  cause  of  in- 
solvency of,  218;  controlled 
by  Richmond  and  Danville 
and  control  of  same  by.  ::<is  :i : 
control  of  ]-];\<\  T«'iin«'ss«'«'. 
Virginia,  and  <;••..  riria  and 
Central  Railroad  and  Bank- 
ing company  of  Georgia  by, 
800, 
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I'll  I         IV       l.il       I      i  .     .  i      I 

iiH'iN]      i  r^tpncmBviirB.    niiti 

Dion-  1   U    .    Illusion        CUfllpaiiy, 
VH. 

a  holding  company.  81M, 

capltulhuitlon.  838. 

••TII.   finances 
•  •  railway.  7&4; 

merged  in  i  »«'i, 

effect  of 

•oHdaUon  on  "<miietitii.il.  8I& 
\V.  &,  oo  effect  of  con- 
solldatlon    on    opertn 
ganhuitlon.  288-0  ;  on  cffe 
overcapitalisation    on     rate*, 
;;:;'.»  M»  .  on  «-\  tis  of  «>\«T«  api 

'    comiNioy,    finan- 
cial afflliatlonH  of.  280;  par- 

tlil!  of      til.'      So,  |tl( 

WOlem     territory     l>\.     'J83  ; 
CM1  I     «l«-\i-l"|»inrllt    Of 

the  ajitem  of,  2954);   Inter- 

!ii|l8       Of, 

Mli/atiou     of. 


•v-       railroad    and 

Standard   Oil   afflllatlona   of. 

-si> 
Rochester    and    Lake    Ontario. 

merged  In  New  York  Central. 

WL 
Rochester   and   Plttabunc   Coal 

and  Iron  company.  170. 
RogiTv   U    II  .  niiaiii-InK  of  Vlr- 

finlan  railway.  80. 

>n.l     railnunl.     .!«'fmilt     of. 

on   U-am-  by  Central   \Yrniont. 


Ml;  cootrolkd  by   the   New 

ivnirnl    and   the    New 

HH\IMI.  an, 

ict.tland  and  Whitehall.  Dank- 
luff  prlvlleffo  of.  17-a 

Bacrammto  and  Oakland,  ah- 
aorhed  In  Weatero  Pacific 

railway 
Safety  appliances,  as  fac-tor  In 

*.V4L 

8t    Josefth    mid    Denver    < 
land  HI  <&. 

|"H.>|.|I  and  Iowa,  construe- 
r.    aided    by    Chicago, 
'-land,  and  Pa-   •       71 
8t   Loula  and   Ban   Francisco, 
financlnff  of  bridge  construe- 
>     i.r.     78;    New    Orleans 
tnlnal    of.    W>:    «i|ul|.ni«Mit 
hoods   of,    86-7;    reorganfaui- 
.tn.i  of.  sor- 

nMhlrn-il  l>v  tin*  Af-lilHon. 
2W  :  attiliat.il  \\ith  -  M.iwley 
system,"  283:  n  <>f 

(  lilcago  and  Eastern  Illinois 
by.  290. 

8t  Louis  and  Southwestern, 
tinati.  iim  "t  i-riilge  construc- 

i  of.  78. 
St.    Louis    Belt    and    Terminal 

railway  comitany,  80. 
St.    Louis   Bridge   and   Tunnel 

company,  80. 

8t  Ix>uls.  Inui  Mountain,  and 
Southern,  financing  of  bridge 
construction  of.  78;  car  trust 
and.  85;  owned  by  Missouri 

St.  Louis.  Vandal  la.  and  Terre 
Haute.  x.l\rnt  receivership 
of.  284;  leased  by  Tern 
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Hand*  and   Indian. i|" 

l.y       III.'      Pennsxl- 

vanln  company.  306. 

I'anl    and  Vin- 

.  •  .it  ion    of, 

by  trustees,  230:  .  ,,nstrn«-ti..n 

J40.  244. 

8t      Paul.      Mi  n  ii-  and 

Manitoba,   ac.piired  by  Great 

i-aul  rnion  Depot  company, 

tinanc.il   l.y   six    railroads.  80. 

Ban  Francisco  and  San  Joaquin. 

acquired    by     the    Atchison, 

•a 

San     :  <>    Terminal     Kail- 

way  and  Ferry  company,  ab- 
sorbed by  Western  Pacific 
rail 

Pedro,  Los  Angeles,  and 
Salt  Lake,  controlled  by 
Union  Pacific,  287,  289,  Hl«:. 

Sandusky.  Mansiield.  and  New- 
ark, leased  by  Baltimore  and 
Oli 

Santa  F6  Terminal  company, 
financed  by  the  Atchison.  T'.i. 

SchifT.  J  .  railroad  affiliations 
of.  280. 

Schtff,  M.  I,,  part  in  Chicago 
and  Alton  ".leal.  144,  176, 
288.  337-8. 

SchuyN  r.  K..  fraudulent  over- 
issue of  securities  by,  105-6. 

Scott,  T.  B.,  organization  of  the 
Southern  Railway  Security 
company  and,  308. 

Seaboard  Air  Line,  cause  of 
insolvcMx-y  of.  -JP.I.  :\\:\;  con- 
nection of.  with  foreclosure 
of  Cape  Fear  and  Yadkin. 
265;  interest  of,  in  Rich 


inoiul  N\'a>hin^ton       company. 
31 

Seabo.nM      .  nnipany,      oven  a  pi 
tali/.alion   Of, 

Betfi  I  I  .  ••"iitrol  of  the 
Hopkins  intereHt  in  the 
Southern  P.-i.-iiie  l.y.  306. 

Shares,  underwriting.  21-g;  as 
capital  obligations,  3s  1 1  . 
market  in,  4,'M  ;  privil 
subscriptions  in,  40-7;  as  l> 
of  construction.  r»<i-:;.  ?«'» ;  as 
bonus  to  bondholders,  r.  I  :.. 
ucd  to  eon- 
tractors.  58-68;  reu'Ntnitiou 
and  transfer  of,  98-106.  .See 
(//.so  Consolidation;  Divi- 
dends ;  Overcapitalization  ; 
Proxies;  Voting  trust. 

Shares,     preferred,     nature     of 

preference.     KM,     1 7")  ;     Issued 
in  re«»rgani/.ations.  IM'J. 
Sherman    Anli  trust    Act,    effect 
of,     on     consolidation,    277  -!». 

eoa 

Sielckc-n.  I!.,  acquisition  of 
Kansas  City  Southern  by, 
298. 

Sinking  funds,  in  general.  I.:. 
135-6,  171.  1'.»7:  bridge  bonds 
and.  77s-:  e«|uipinent  bonds 
and,  8«J-7. 

Sioux  City  and  Pacific,  loan  of 
credit  to,  33. 

South  Dakota.  Railroad  Com- 
mission, railroad  appraisal 
and,  330;  capitalization  of 
franchise  values  disapproved 
by,  331n. 

Southwestern  of  (Jeorgia,  con- 
struction contract  of,  58. 

Southern  railway,  New  Orleans 
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.S;  partial  .i.ntn.l  of  ih,- 


..ntn.l     ..f     M..I.II.- 
01  JS2,   200. 

tl..  umn  Qrwit  South- 

ITU    !•> 

ltl.hu>.  "om- 

pany.    Sl.Vrt;    overvapltallxa- 

miMola  and  Ml*- 

i -any,  financed  by 
fire  railroad*.  78. 

SutiltiiTii     !':»'  ill-1    ttmipanT.    an 
operating    I 
»'. 

287-8,      29ft, 

ill/jiti.»n 

frant     to.    88 ; 

land  tprmlnMl  ..f.  s> 
Oient    !  itrol 

"f  M-Tjjan  iteanis)ii|>  lin. 
287;   teodenc7   toward   alwto- 
int.-  ownership  of  Bubnldlnry 
Ilnec  In,  200. 

•IHTII    I'a.-ifir   railroad  - 
pany.  a  non  ~  holding 

company,    controlled    by    the 
rn     Pacific     company, 
KK 

Soatbern      i:Miy      Seen 
oompany.      a      noo-opem 

I'ennaylvanla.  808. 
Bouthweatern  OonatTDctlon  .  .MM- 
pany.  a  holding  company,  con- 
Nama    Great 

:ur, 


•payrr  and  company,   railroad 

• 
BtaDduni  on  iniffMt.  railroad 

• 

8tanf«.r.i      i         oiiMwtioo 
with   conatrwtlon   of    l»« 
rallroada,   7O-1 ;   onranlxatioii 

the  flout  I0c 

pany  and,  800-7. 

.  <i.n.|.ii.iti..!i  of. 
unit-.  -JIGS,  rtriu'ht  and  paa- 

1 

210-1 ;  lillilloKrnpliy  on.  803. 
B    independent  ac- 
tion   to 

IN-  Mini    I ii. liana,  con- 
11    of.    .-.i.i.ii    by    toe 

Still  f        rnllroad      and 

Ml      .-illili;.- 

••ago  and 

Alt,...    "«l,.:il.-     III.     IT-,.    208, 

887-a 

Jon  and  Beckwotirtli  Paaa, 

abaorbed  by  Weatera  Pat 

railway,  Te. 

i>rocedure  for,  180, 

IM 
Subaldlea,  aa  aids  to  flnatu-lng. 

43  -llvl.lual. 

local.     18-0.  national, 

82-3;  at:> 
Supplies,  aa  factor  In  operating 

economy.     160;     requlalUona 

Surpluii.   as  capital   obligation, 

88,48;aaaour.,>  of  divi.ionda, 
8040.  100;  •]  tions  for 

lH.tt.Tin.-nts    :in,l.    I'j:;.    U'-.T: 

aa  balance  aneet    Item,   124, 
128,  107-201 ;  management  of. 
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Surveys.    In    general, 
i«orta  on,  as  prosnei 

.    1'.'.    mi. ii.. -.1    :it   state 

8UW|Ue!ianmi         r:i  ilf.  .;i.|. 

aolhlat  .md 

riimberlaild       Mllil        York       Mild 

Maryland   as    Norther 

Swain.  II    II  .  .•:, 
construct  i. m  as  cause  <»f  in*,.i- 

vency.    1T20. 

Syndicates,    underwritin;:.    L'l-'.i. 

286-7. 
Syracuse  and  I'ti. ;«.  constructed 

on  share  basis,  51. 

Taft,  W.  II..  proposal  by,  of  na- 
tional regulation  i.f  issuance 
of  securities.  :;i'.»-50. 

Tax  exemption,  as  aid  to  rail- 
road 

Taylor.  1  \V.,  on  "scientific" 
management.  l«'>l  L*. 

!roa«l  Association 
of  St.  Louis,  financed  by 
fourteen  railroads,  80. 

Terminals,  (inancinir.  7*-So, 
162-8;  acquired  through  con- 
solidation, 288. 

Terre  Haute  and  Indianapolis, 
relation  of,  to  receivership  of 
St  Louis,  Vandalia,  and 
Terre  Haute,  234;  lease  of 
St.  Vandalia,  and 

re  Haute  by,  276. 

Texas,  land  grants  in,  32; 
regulation  of  issuance  of  se- 
curities In.  347-8. 

Texas,  railroad  commission  of, 
railroad  appraisal  by,  320. 


II  ami  Pacific.  n,n>t  rm-t  imi 
contract  of.  »;;;  \  :  cause  ,,( 
insoheii.  \  iif.  i-Jl  ;  r  .....  --an 
iziiti  .......  ,  M6  258; 

sh.nv.x     ,,f.     hrl.l     l,y     Missouri 

He,  816, 

Tickets,     tori!    or    m-dit    of 
••  receipte,   isx-oo. 

Tidewater  1  >i-«-p\\  ;ii«T       railway. 

See   Virginian    raih\;iy. 
Toledo.    Ann    Arbor,    and    North 

Mielii-jill.          receivership         of, 


Toledo,  St.   Louis,  and  Western. 
part   of  "  I  law  ley  s\  -ii-in  "  in. 

Toledo.    Wahash.    and    Western. 

telM  of   land  bonds  b\ 
Trallic  a<-o«  i.-itions.   forerunners 

of  consolidation.  L'TT  v 
Trans  .Mi-soiiri   Freight  Asso.-ia 

tion  ease.  elTect  of.  mi  consoli- 

dation,   -J77  '.i. 
Transfer   a^'eiit.   position    of,    in 

tinancial    orpin  i/.at  ion,     0 

"  Schuyler     framls  "     in     con- 

neetion   with.    !«•:. 
Treasurer,  position  of.  in  finan- 

cial organization.    !»7X;    pay- 

ment of  dividends  and   inter 

est  by,  99;  as  chief  account 

in;;   officer,     17^'.':    procedure 

for.    I8T,    l»,    1!»1. 
Trust,  railroad,  proposed.   § 
Trust   company,    as    trustee   of 

car    trust.    83;    as    registrar. 

!•'.».    in:,;   MS  trustee   of   voting 

trust,  268. 

Underwriting,  Issuance  of  new 
securities   and.  L'l  '.i  :    PBO1 
i/ation  plans  and,  2GG-7  ;  bib- 
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llograpny   on. 

.  underwriting  in. 

26;    ..|.|M.HlH..u    of.    i,,    Ih: 

and      PartnV 
land    frant 

anarenolder*     In.     n 

04 

equip..  80;     b. 

01.  13040;    cauat»    ..f 

ItiMolvi  M  ;;an- 

but-  .unity  of 

intereat  and.  270.  282-3;  aya- 
tern  iullt»ujct»  of.  -J*7 :  invest- 
ment* of.  In  railroad  *uarea, 
287.  2923;  aubordlnate  I 

merger   of.    with 

Kansas  Pa-  -ill.  •     ami  l>.-nv.T 

Padflc.  204:    ...nir,.l  of    MM 
nola  CV 

i  of     Oregon  Short 

le    by.    287-8, 
200.   207;    relatlonii 

• 

as  hoi.iing  cxmipany  by. 

rnit.il  ICnllroad*  of  New  Jer- 
aey.  cunmilldatlon  of.  280; 
leaaed  by  tbe  Tennsyl 

•jss.  :^NI  1.  0af  fJafl  «nn..l.-n 
and  Amboy. 

state*     Rolling    Stock 
company.       t-.|u:|>ment 
tra.-ts  ..f.   ss 


:       of 

New  i-y.  208: 


of  ayaten  to  Chi- 

!•>  tl^tn!.t  U. 

•  I-.  i:rlr  by.  280: 

\V<wt  Hnore  and  of 

>    I  Mate"  by.  280;  on 

etblca  of  corporate   manage 

r     w..   balamv  of 
power     In     rhi.-agw.     Mlnoe- 

nn.l.   L-..7. 

t.    \v.    II..  acqulaltlon 
of   MI.  hlgan  Central  by.  20& 
.  banking  af 
flllatlona  of.  280. 
Vermont,    accounting     n*\ 
ments     in.     iicin  in ;     regula- 
tion of  laanance  of  aecuridea 
In.  348. 

Vermont  and  Canada,  leaaed  by 
Vermont    Cei. 
celTenblp  of.  240. 
•nont     Central,      fniuduli-nt 
••riaaue    of    aecurltlea     by. 
105;    leaae   of    \Vnnont    and 
Canada  operation  of. 

by  truateea,  220. 
Vermont  Valley,  connection  of. 
with  ••S.lmyl.T  fraud*." 

sburg  and  Meridian,  con- 
tt-oi  ,,r.  ao,uir.il  i.y  Alabama 
Great  South. -m. 

xburg.  Sbreveport.  and  Pa- 
cific,   acquired    by    Alabama 
Great  Southern. 
Villanl.    II..    |.-as«-  of   WlacODBtn 
Central    by.    288;    organisa- 
tion of  Oregon  and  Trans- 
tin.  nt  a  I  company  by.  SOO-HX 

nia  company.  Norfolk  and 
•  nr   trust*  and.  8ft. 


INDIA 


Virginian  railway,  financing  of      Western     railroad,     investment 


ci.nMn.  :*). 

n   to 

»ll 

tectlou  to  bondholders.  •_'• 

Wabash,      tt-nniiial      lM>tuls     of, 

79;    rntran.e    of,     into    IMtts- 

burgh.  152,  283;  Gould-Ram- 

sey    contest    for    control    of, 

: ;  Chares  of,  beld  by  MIs- 

Houri   Pacific.  316. 

WabiKli.   Sf     I.nnis.   and    Pacific. 

us*-  of   insolvency   of.    Jls; 

"  f :  :  ship      of, 

235.  L-:::.  LMI.  MS, 

-  rs.  II  .  partial  control  of 
tin*  Southern  territory  by, 
282. 

Washington.  accounting  re- 
quirements in.  I'.ii'.n;  regula- 
tion of  i<siiancr  of  securities 
In.  348. 

Washington   and   Saratoga,  con- 
tion    of.    with    "Schuyler 
frauds."  105. 

iinu'ton  Southern,  owned 
by  .niMiiil  -Washington 

.pany.  ::15-<1. 

Waybills,  local,  through,  and 
interline,  basis  of  audit  of 
fn»lght  MI.  is-_».  is:,  v: 

basis      of      tratlic      stati^ 
•J.O  in. 

i.    .\.    M..    on    induoe- 
to  promotion,  M  r. 
•    shore,  reorgjiiiixation  of, 
26T»:  controlled  by  New  York 

•r.,1.  -J77.  -js;..  -..'.»-300. 
Western  Devplo|"'M-tit  company, 
•Mnu-tii.ii    of    railroads    in 
California  by.    71 


basis  of,  1;  use  of  pulpit  i.\. 
as  agency  of  appeal  for  sup- 
port. _"  :  c:inv:iss  for  suli 
scrlptlons  by,  20;  sub- 
sidized by  Massadniscits. 
81-2;  consolidated  with  Bos- 
ton and  Worcester  MS  linstou 

and    All.any.   -J7:',    L".H>. 

ten      Mar\land.      primiii\e 
accounting        procedure       of, 
180-1;  acquired  by  (ioiihl   in 
st,  283,  288,  296. 

Western  Tacilic  railroad,  loan 
of  en -dit  to.  33;  construction 
of,  70-1. 

Western  Pacific  railway.  !i 
uanced  by  I>enver  and  Kio 
(Jrande  and  l:io  (irande 
Western,  75-0;  effect  of  con- 
struction of,  on  Gould  Ilarri- 
111:111  comniunity  of  inten-st. 
•J7:>.  283. 

Western  Union  railroad,  merp-d 
in  ( 'hit-ago.  Milwaukee,  and 
St.  Paul.  801. 

Wilinar    and     Sioux    Falls, 
quired    by    Great     Northern. 
307-8. 

Wilmington  and  Weldon.  con- 
solidation of.  with  Atlantic 
Coast  Line.  811, 

Wilmington  and  Sus.|iiehanna. 
merged  in  Philadelphia,  Wil- 
mington, and  P.altiinore.  L'7». 

Wisconsin,  accounting  require 
liHMits  in.  l!t-ii  .".n  ;  railroad 
appraisal  in,  329-30;  regula- 
tion of  issuance  of  securities 
in,  348. 

Wi-consin  (Vntrnl,  construe 
tion  contract  of,  64; 
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«. -i.tr.,,  i  ,,r.  ss  :,.  , ..  .1 
by  Northern  Pacific.  221.  2**; 
cautf*  nf  iii«-,hi.my  ,,r.  223, 

controlled   by   tin*    \\ 
Central    M.mpnny.    307;    re- 
celrerablp  of.  307. 
Wisconsin  Central  company,  an 
operating    holding    company, 

m 

Wlaconaln.  Iflnneaota.  and  Pa- 

•nstni-  ti-'ii    of.   aided 
.  Inland,  and 

: 

:>illroad     Comrnls- 
alon.  coat  a<  iiietuoda 

i. Is  :,i,,|.  208; 
va  i  >f    railroad    prop- 


Woodlock.  T.    F,   on   unit*  of 

transportation  coat.  308;  on 

reorganlxjitlon       and      orer- 

,  itnllxatioo.  27O-1 :  on  effect 


Toak  F..    affiliation 

with  "Matt-ley  ayatem."  288. 

York     and     <  ud.    con- 

solidation of.  with  York  and 

Marylainl    iiinl    M;it -\  l.iii.l    :n..l 

Bosqnenanna     aa     Northern 

Central. 
York  and  Maryland.  <<on«>lldA- 

ii  York  and 
-land   and    Maryland 

-'|in-l..ihiia      aa      Northern 
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